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COMITE INDEPENDANT 
DE REVISION DES FONCTIONS 


March 27, 1975 


Mr. James J. Macdonell, F.C.A., 
Auditor General of Canada, 
Ottawa. 


Dear Mr. Macdonell: 


On October 30, 1973, you announced before the Standing Committee 
on Public Accounts our appointment as the Independent Committee for the 
Review of the Office of the Auditor General of Canada. In accordance with 
the terms of reference established for this Committee, we respectfully 
submit our report. 


Yours sincerely, 
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J.R.M. Wilson, F.C.A. 
Chairman 


Mare alegre 


Marcel Bélanger, C.A. 
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Terms of Reference 


The Review Committee shall inquire into and report upon what should be 
the responsibilities, relationships with government departments and agencies, 
and reporting procedures of the Office of the Auditor General of Canada 
and what should be the statutory and other requirements to ensure that he 
can meet such responsibilities with the necessary degree of independence. 
The inquiry is to include a review of: 


— the responsibilities of the Office in relation to current condi- 
tions and requirements, taking into account the manner in 
which comparable functions are discharged in other countries 
having similar governmental institutions: 


— the scope of audit examinations conducted under the statutory 
requirements of the Financial Administration Act and other 
acts, and the types of other inquiries relative to the financial 
affairs of Canada which may be performed on request; 


— the relationships between the Office and 


the Public Accounts Committee, 

the Minister of Finance, 

the Treasury Board, 

the Public Service Commission, 

audit groups within government departments and agencies, 

government departments and crown corporations audited by 
the Auditor General, and 

other professional and governmental auditing organizations; 


— the content, method of preparation, timing and format of 
reports by the Auditor General. 
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Introduction 


The Auditor General of Canada holds a unique position within the federal 
government structure. The major responsibilities of the Auditor General, at 
PhLesent assisted. by sa “stall Of about 300, are to provide the sHouse of 
Commons with assurance that revenues are being collected and properly 
accounted for and that the monies it votes are being properly expended; to 
report on the financial statements of Canada; and to act as auditor of many 
Crown corporations. He has two powers through which to fulfil his respon- 
sibilities: the power to investigate and the power to report. 

The Office of the Auditor General was established in 1878, eleven years 
after Confederation. In view of its long history, it might be expected that by 
now the constitutional and operational role of the Office would be well 
defined and generally understood. In fact, during the past decade and partic- 
ularly between 1968 and 1972, the responsibilities and relationships of the 
Auditor General have become the source of considerable questioning and 
controversy. Indeed, it is apparent that many individuals, both within and 
outside the Government, do not fully understand the extent of his present 
responsibilities and certainly do not agree as to what they should be. 


Controversy Surrounding the Office 


Many of the issues raised in the questioning and controversy surrounding the 
Audit Office have seemed to focus on administrative problems. During his 
term of office, the former Auditor General, Mr. Maxwell Henderson, fre- 
quently referred to his administrative difficulties: he was unable to obtain 
qualified staff in sufficient numbers to meet his needs; some senior positions 
in the Audit Office were downgraded within the new public service classifica- 
tion system; and the effectiveness and independence of his Office were being 
eroded by government regulations and controls and by a general climate of 
unresponsiveness to his stated requirements. Mr. Henderson felt that to oper- 
ate effectively, he needed broad flexibility, particularly with respect to the 
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management of his staff. Specifically, he argued that he should be able to 
attract and retain the best auditors in the country, and be free to offer 
whatever compensation within the public service scale might be necessary to 
achieve this end. 

The administration,! for its part, believed that it had already gone far 
toward meeting the needs of the Audit Office. In March 1972, the President 
of the Treasury Board, the Honourable Charles M. Drury, told the Standing 
Committee on Public Accounts that, far from denying the Auditor General 
the personnel resources he required, the administration had offered to give 
him the power to recruit and appoint his own staff and to set their salaries, 
but that neither of these offers had been taken up. 

The question of personnel management was by no means a simple one. 
The staff of the Audit Office were clearly uneasy about the implications of 
the Auditor General being granted the full status of a separate employer. Two 


matters of concern to them gradually surfaced. If the Office were removed 
from the jurisdiction of the Public Service Commission, might they lose 
some of their employment security, particularly with regard to promotion 
within the Office? Or might they eventually be cut off from membership in 
the public service as a whole, so that their career opportunities and their 
ability to rise to more senior positions elsewhere in government would be 
restricted? 

Another issue that emerged in 1970, though its full implications were 
not explored at the time, was the question of the Auditor General’s freedom 
to report. Specifically, what areas could he legitimately investigate and 
_ report on, and what matters lay beyond his jurisdiction? For a number of 
years, the Auditor General had been including in his annual report comments 
on non-productive payments he had observed in the course of his examina- 
tion of the accounts. These were understood to include transactions that 
technically conformed to expenditure regulations, but from which no clear 
benefit resulted. As the controversy developed, some ministers expressed 
concern about the propriety of this type of reporting. It appeared to extend 
the Auditor General’s role beyond the application of professional auditing 
expertise into the expression of judgements about policy matters, and this, 
they suggested, was not within his jurisdiction. 

By the early 1970s, as a result of recurring and largely unresolved 
arguments over these issues, an abrasive relationship had developed between 
the Auditor General and the administration which neither party seemed able 
to improve. Clearly, there was a need for a fundamental reassessment of the 
functions of the Office and for a definition of the direction in which it 
should move in the future. 


1 Throughout this report, the word administration is used to describe the executive branch of govern- 
ment — that is, the Cabinet and the public service taken together. 


2 eatae Committee on Public Accounts, Minutes of Proceedings and Evidence, March 16, 1972, p. 
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Response to the Need for Review 


One possible means of resolving these problems was through the drafting of 
new legislation. During the late 1960s and early 1970s, a number of draft 
acts were proposed. One was published by the Auditor General in his 1969 
annual report; another was introduced in the House of Commons by the 
President of the Treasury Board in the fall of 1970, based on the Fifth 
Report of the Standing Committee on Public Accounts published earlier that 
year;3 a third was prepared in 1973 on behalf of the Standing Committee on 
Public Accounts but was never published. 

While these various drafts contained changes from existing legislation, 
none of them constituted a basic revision, and most of the proposed changes 
focused on administrative relationships. In terms of responsibilities of the 
Office, all were firmly based on the existing legislation. 


When the present Auditor General, Mr. James J. Macdonell, assumed 
office in July 1973, he took an immediate interest in the question of his role 
and responsibilities. In October of that year, he appeared before the Stand- 
ing Committee on Public Accounts and offered the following comments 
upon the proposals of its drafting committee for new legislation: 


Because the terms of reference of the drafting committee did not include a 
study of the functions of the Office of the Auditor General, I am under the 
impression that no study was made of his duties and responsibilities, the scope 
of his examinations, and the nature and content of his Report to the House of 
Commons, all of which have remained substantially unchanged for many 
years. I am aware that there are significant differences between the duties and 
responsibilities of the Auditor General of Canada and the scope and nature of 
his work as compared with his counterparts in other countries.4 


He suggested that a far-reaching review of the Office would be timely 
and announced that, in consultation with the Chairman and Vice-Chairman 
of the Standing Commitee he had established an Independent Review 
Committee to conduct such an inquiry and report publicly on its findings. 
Our terms of reference are presented in full at the beginning of this report. 
In essence, we were required to review 


— the responsibilities that should be carried out by the Auditor 
General, including the scope of his audits and the nature of his 


reports; and 


— the independence of the Auditor General and the nature of the re- 
lationships he should maintain within and outside the Government. 


3 This was the controversial Bill C-190, which was withdrawn in a storm of criticism within a month 
of its introduction. Some Members of Parliament and the press concluded that it placed stricter 
limitations on the Auditor General’s reporting role than did the existing legislation. 


4 Standing Committee on Public Accounts, Minutes of Proceedings and Evidence, October 30, 1973, 
ee ob 
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Work of the Independent Review Committee 


Early in our deliberations, through advertisements across Canada we invited 
the general public to submit views on the problems under study. In addition, 
we asked a number of professional organizations to offer their comments 
and ideas. Opinions were sought from all deputy ministers in the Federal 
Government and from heads of government agencies, and several studies 
were carried out. 

We also engaged in extensive interviews with federal ministers who have 
a direct interest in the activities of the Audit Office, with Members of 
Parliament, with senior government officials in the central and service agen- 
cies, with the Auditor General himself, some of his personnel, the staff 
association of the Audit Office and the Public Service Alliance (which repre- 
sents his staff for collective bargaining purposes). Briefs from the private 
sector, the academic community, government officials and private individ- 
uals were received and studied, and in some instances further discussions or 
hearings ensued. 

In the spring of 1974, we extended our discussions into the inter- 
national realm. In Europe, we met government auditors> and other officials 
in Britain, Sweden, France and the Netherlands; also, as the International 
Congress of Supreme Audit Institutions in Madrid coincided with our 
European trip, we were able, by going to that city, to meet with govern- 
ment audit officials of Israel, West Germany, Austria and South Africa. in 
Washington, we met the Comptroller General of the United States; the 
Auditor-General of Australia visited us in Ottawa. These discussions proved 
very useful in providing us with a broad international context in which to 
view the role of Canada’s Auditor General and in expanding our under- 
standing and appreciation of recent trends in government auditing. 

The results of these activities are contained in this report. Our aim has 
been to outline a role for the Auditor General and his Office that will enable 
them to serve the interests of Parliament, of the administration and of the 
general public with maximum effectiveness. Throughout the report, our ori- 
entation is toward the future. Problems of the past are discussed only insofar 
as they contribute to an understanding of current and future issues. We have 
tried, through our broader recommendations, to establish a firm foundation 
for the Auditor General and his Office. At the same time, of necessity, we 
have put forward explicit and detailed recommendations pertaining to the 
Auditor General’s responsibilities and relationships, in order to provide solu- 
tions to immediate problems. 

In the course of our investigations, we have found it necessary to 
enquire into matters outside the Office itself, including relationships with 
the administration, the House of Commons and the Standing Committee on 
Public Accounts. We have also reviewed the budgetary process, including the 


5 Throughout this report, the term government auditor is frequently used to describe the auditor 
general of other countries or an official whose duties are reasonably comparable to those of the 
Auditor General of Canada. 
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Public Accounts. In some cases, we concluded that if certain changes were 
made in these areas the Auditor General could be more effective in fulfilling 
the role assigned to him. To recommend making such changes would not 
only be beyond our terms of reference but would also involve a consideration 
of their impact on other aspects of parliamentary responsibility and govern- 
ment policy, which we are not competent to appraise. In these cases, there- 
fore, we have merely recommended that consideration should be given to the 
MALLeK 


Organization of the Report 


The report is organized into three main parts. Part I (chapters 2 and 3) 
provides the context within which the position of the Auditor General 
should be viewed. We identify the basic concepts of accountability and audit 
and discuss their application and evolution in Canada. Part II (chapters 4 to 
6) contains a detailed discussion of the appropriate responsibilities of the 
Auditor General of Canada. Here, our views and recommendations focus on 
his examination and reporting functions with respect to government depart- 
ments and agencies, his role in reporting on the financial statements of 
Canada, and his audit responsibilities relating to Crown corporations and 
international organizations. In Part III (chapters 7 to 9), we examine the 
relationships that the Auditor General should develop and maintain within 
and outside the structure of the Government; the kind of staff he needs and 
how they should be developed and remunerated; and the personal and mana- 
gerial independence he requires if he is to fulfil his responsibilities effec- 
tively. A final separate chapter summarizes our major recommendations and 
the premises on which they are based. 


Part | 


Background 


Accountability and Audit 


The role and responsibilities of the Auditor General must be viewed in 
relation to two key concepts: accountability and audit. 

Accountability in its simplest terms means the obligation to answer for 
a responsibility that has been conferred. It presumes the existence of at least 
two parties: one who allocates responsibility and one who accepts it with the 
undertaking to report upon the manner in which it has been discharged. In 
simple situations, full accountability often implies a detailed disclosure of 
the way in which the responsibility has been carried out. If, however, the 
responsibility is a complex one, perhaps involving many expenditures for 
different purposes or the performance of many duties, full and detailed 
disclosure may actually defeat the purpose of accountability. The party who 
granted the responsibility may be overwhelmed with details and may be 
unable, without extensive and laborious analysis, to form any judgement as 
to whether the obligations accepted by the second party have been properly 
met. Thus, the basic problem of disclosure in complex situations is to find a 
manner of selecting and presenting information that will convey, in summary 
form, a fair, objective and accurate picture of whether a given responsibility 
is being satisfactorily discharged. To avoid misunderstanding or misinterpre- 
tation of the information provided, clear standards or conventions relating to 
the appropriate form of disclosure should be established and agreed upon by 
both parties. If this can be done, accountability can be maintained even in 
the most complex situations. 

Audit is a process that is superimposed on an accountability relation- 
ship. It is carried out to establish that a report on the responsibility assumed 
is a correct or fair one and is usually performed by a third party, primarily 
serving the interests of the party who delegated the responsibility. Where 
disclosure takes the form of one or more statements summarizing a mass of 
transactions, the report of the auditor will, in some formmeorsothersveither 
confirm that the information is correct or fairly presented, or state in what 
respect it fails to be so. In making such a report, an auditor performs an 
attest function; that is, he attests to the correctness or fairness of the state- 
ments presented and thereby adds credibility to them. 
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Accountability and audit exist in a variety of forms in society today 
and are an integral part of political, social and commercial activities. In the 
realm of finance, our primary concern, the two concepts are highly refined. 
Given the importance of financial affairs in our modern world, this is not 
surprising; but their evolution has been facilitated by the fact that financial 
matters are generally conducive to quantification. Accordingly, it has been 
possible to develop standards for the presentation and disclosure of informa- 
tion pertaining to the transactions of business enterprises. 

We do not suggest that what is appropriate in a business context is 
necessarily so in government, where the problems are fundamentally differ- 
ent. We do think, however, that an understanding of the role of a business 
auditor is necessary to appraise the responsibility of government auditors in 
attesting to the financial statements of their respective countries and as 
auditors of state owned corporations. 


The Business Context 


The need for financial accountability has existed ever since it became neces- 
sary for one individual to entrust the care of his possessions or business to 
another. In primitive societies, when a man found he could not personally 
control his herds, crops and other possessions, he began to delegate responsi- 
bility for his affairs to others and to require an accounting from them. 
Advances beyond a rural economy to trade and early forms of industry made 
it necessary for proprietors to exact an accounting from their servants 
through intermediaries. As many of these servants were illiterate, their 
accounting was necessarily oral and the intermediaries who heard the 
accounts became known as auditors. In addition to hearing and transcribing 
the accounts, auditors checked their accuracy by verifying the quantity of 
money, cattle or goods that should be on hand at a given moment. 

As the world of commerce developed and the level of literacy rose, 
servants acquired the ability to report directly, and auditors were no longer 
required to hear reports and transcribe them for their masters. Auditors did 
not, however, disappear from the scene. Instead, they moved into a role that 
resembled their modern one: they concentrated upon verifying the accuracy 
of the information provided by others. 


As long as ownership and management were closely related, auditors 
remained on the periphery of commercial enterprises. The «owners or 
suppliers of capital themselves could exact any additional information 
required and could conduct a full critical review of how money was 
expended. With the advent of larger business units, however, and in partic- 
ular with the emergence of limited liability companies in the nineteenth 
century, the original suppliers of capital (i.e., the shareholders) could no 
longer check the details of business operations. This task was assigned to a 
committee of shareholders, called the directors of the company. Subse- 
quently, as businesses grew in size and complexity, the directors had to 
delegate much of this responsibility to the management. 
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This was a most important development. The separation of ownership 
and management raised the difficult problem of protecting shareholders’ 
interests, and this in turn raised the question of disclosure. While account- 
ability to the owners of the company still existed, it was clearly unnecessary 
— and, indeed, impossible — to inform them of every detail of its operation 
or to involve them in every decision. Some reliance had to be placed on the 
judgement of managers and directors. The question was what information 
ought to be disclosed to the owners, whose interest in the company was 
largely, if not exclusively, financial. Clearly, they needed to be able to 
appraise the performance and financial position of the company they had 
invested in, so that they could arrive at an informed opinion as to whether 
they should continue to place their trust in its directors and managers, or 
even whether they should attempt to sell their shares. 

The problem was resolved by the introduction of a legal requirement 
that every limited company present to its shareholders an annual balance 
sheet showing its assets and liabilities and the amount of shareholders’ 
capital. In this way, the shareholder could establish whether the capital was 
still intact and, indeed, whether the company appeared to be solvent. 

The requirement to provide financial information, by itself, proved to 
be less than fully satisfactory in many cases. Some company directors and 
managers proved to be too imaginative in valuing the company’s assets or 
somewhat myopic in determining its debts. Companies went bankrupt 
despite the provision to shareholders of apparently satisfactory financial 
statements. It gradually became clear that there was a need for the appoint- 
ment of independent auditors who could attest to the accuracy of financial 
statements. But accuracy was not enough, and over the years it became 
apparent that for the auditor’s report to be useful, his opinion should be 
given with regard to agreed standards of corporate disclosure and a generally 
accepted body of accounting principles. Accordingly, independent account- 
ants vastly expanded the scope of their practices to assure shareholders, 
through their audit, that companies’ balance sheets were correct. Over the 
past forty years, through cooperative action involving government, business 
and the accounting profession, standards of disclosure have been greatly 
expanded; the need to supply further financial statements became recog- 
nized: and conventions referred to as accounting principles have been 
developed. 

As a result of these developments, there are now recognized procedures 
for the presentation of financial information in the case of a business enter- 
prise. In effect, its various financial statements provide the information 
necessary for an investor to measure the performance of a company, in 
relation to both the capital invested in it and similar organizations in the 
same field of activity. The report of an independent auditor is attached to 
the statements to confirm that they have been prepared in accordance with 
generally accepted accounting principles (which include satisfactory disclo- 
sure of pertinent information) and on a basis consistent with that of the 
previous year. 
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The Government Context 


Financial accountability and audit within government also have roots which 
are very ancient. As soon as the civilizations of the Egyptians, the Greeks 
and the Romans acquired any coherent political organization, checks were 
applied to their governmental operations. Aristotle described as follows the 
situation in ancient Greece: 


Inasmuch as some of the magistracies ... handle large sums of public money, 
there must be another office to receive an account and subject it to audit, 
which must itself handle no other business; and these officials are called Audi- 
tors by some people, Accountants by others, Examiners by others and Advo- 
cates by others.1! 


The basic objective was to ensure that the ruler received all of the taxes or 
levies he had imposed and that his agents were making purchases from 
these revenues only for purposes that he approved and at a fair price. Private 
citizens were rarely made privy to administrative secrets or errors; that was a 
matter of concern only to the ruler and the offender. This form of account- 
ability and audit continued under absolute monarchs in later periods. 

The development of constitutional states, with the separation of legisla- 
tive and administrative powers, added a new dimension to the concept of 
financial accountability in government. The movement toward dissociation 
of these powers, pressed initially in Britain by an aristocracy seeking to share 
in decisions in order to protect its interests, was marked by a demand for 
legislative control of taxation. Control of expenditure followed and with it 
the requirement for keeping proper accounts. As the status of legislative 
bodies increased, monarchs became answerable to them for the financial 
instruments of power. Insistence on an audit of accounts became associated 
with the parliamentary procedure of appropriating supply — the making of 
grants to the Crown for particular purposes. 


In democratic states today, while variations in practice exist, there is 
almost always a clear distinction between the administrative arm of govern- 
ment, which spends the money, and the legislative arm, which holds the 
purse strings. Two basic principles underlie the relationship between these 
bodies in a parliamentary democracy: 


(i) The executive should have no income which is not granted to it, or other- 
wise sanctioned, by Parliament. 

(ii) The executive should make no expenditures except those approved by 
Parliament, in ways approved by Parliament.2 


Necessarily, an accountability relationship exists between the legislative 
and administrative arms of government, and this relationship is typically 
reinforced by the presence of a government auditor. His prime responsibility 


l Aristotle, Politics, translation by H. Rackham (London: William Heineman td sb9S Dene Sos 


2 Norman Ward, The Public Purse (Toronto: University of Toronto Press, 1962), p. 3. 
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is to the legislature, which has granted public funds to the administration to 
be used for specific purposes, and his main task is to advise the legislature 
whether such funds have been properly used. 

It is important to recognize that government auditing has two dimen- 
sions, in contrast to the single focus of business auditing. Even if they are 
concerned with the verification of information conveyed by the administra- 
tion to Parliament — the attest function — government auditors are expected 
to report certain types of information directly to the legislature, a function 
which today has no counterpart in the world of business. In many countries, 
this direct reporting function is considered to be their most important 
responsibility. 


Direct Reporting of Specific Instances 
Traditional Concerns 


For many years, government auditors in most western countries were con- 
cerned primarily with what has been termed regularity auditing. Regularity, 
as defined by E.L. Normanton, “‘in essence amounts to legality in the broad- 
est sense, together with proper and correct accounting”.3 The audit of regu- 
larity involves an examination to establish whether high standards of 
personal integrity and financial control are maintained in the handling of 
public money and property, whether financial transactions conform with 
applicable laws and regulations, and whether government accounts are both 
understandable and correct. 

On the whole, there has been substantially greater emphasis in govern- 
ment auditing upon direct reporting of exceptions to regularity than upon 
reporting on financial statements or summaries. For many years, the primary 
emphasis in such direct reporting was upon matters related to probity and 
legality. Financial systems were primitive, methods of controlling public 
funds were rudimentary, and considerable latitude existed for fraud, defalca- 
tions and other forms of impropriety. Thus, a very important role of the 
auditor was to ensure that the administration was accurate in its accounting 
and honest in its general financial conduct, and most of his energies were 
typically devoted to this task. 

As time passed, however, procedures for accounting and control 
became increasingly sophisticated, reducing opportunities to commit impro- 
prieties. At the same time, new needs began to make themselves felt. These 
new needs resulted in large measure from the more direct participation by 
the state in many aspects of life and the consequent growth of government. 
The extension of government activity into new areas involved rising expendi- 
tures which had to be met by increasing taxation; and this in turn generated 
substantial concern for the judicious use of tax dollars and for assurance that 
value was being secured for money spent. 


3 E.L. Normanton, The Accountability and Audit of Governments (Manchester: The University Press, 
1966), p. 65. 
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Extending the Scope of Audit 


These developments had an important impact on the scope of the audit 
performed by government auditors. Their surveillance activities tended to 
expand either through their own initiative or in response to demands for new 
types of information from their respective legislatures. In many cases, this 
recent expansion of the surveillance role resulted from a gradually broad- 
ening concept as to what constituted the proper use of public funds. 

The gradual expansion of this concept is illustrated by the changing role 
of the Comptroller and Auditor General in Britain. In 1887, a difference of 
opinion arose between him and the War Office over what the latter regarded 
as an intrusion into its affairs. There was no doubt about where the Commit- 
tee of Public Accounts stood on the issue, as it observed: 


If, in the course of his audit, the Comptroller and Auditor General becomes 
aware of facts which appear to him to indicate an improper expenditure or 
Ree public money, it is his duty to call the attention of Parliament to 
them. 


The Treasury then elaborated on the situation: 


My Lords think it important that the Comptroller and Auditor General should 
have great freedom in drawing his reports to Parliament. He may draw atten- 
tion to any circumstance that comes to his knowledge in the course of audit, 
and point out its financial bearing. As, however, he is an officer of Parliament, 
he will naturally have no disposition to question anything that Parliament has 
already sanctioned, and if he reports on a matter of administration from the 
point of view of its effects on the public purse, it will be for the purpose of 
bringing before Parliament something which would otherwise pass unnoticed. 
It is impossible to deny that it is always his right, and will often be his duty, to 
take this step but it is equally obvious that the occasion and manner of such 
report must be matters of discretion. 


From this base, the concept appears to have developed in Britain that 
the Government obtains appropriations from Parliament in trust and that the 
trust extends beyond mere technical compliance with the wording of appro- 
priations to the prudent expenditure of funds. More recently, the Comptrol- 
ler and Auditor General has been concerned with establishing whether value 
for money has been obtained through the spending process. This concept 
includes, but goes beyond, that of mere waste. Thus, over the years, the 
Comptroller and Auditor General has questioned and drawn to the attention 
of Parliament transactions that reflect on many aspects of the administration 
of programs, and his comments go well beyond a consideration of mere 
technical regularity. 

Although the movement by government auditors beyond the reporting 
of financial irregularities has a long history, a great deal of the interest in 


4 Epitome of the Reports from the Committees of Public Accounts, 1857 to 1925 (London: H.M. 
Stationery Office, 1927), p. 20% 
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some new areas of review has developed quite recently. As the Swedish 
National Audit Bureau has observed, “‘fresh breezes are blowing” in govern- 
ment auditing: 


In the new auditing now taking shape, financial auditing takes a secondary 
place and its methods are being changed .... At the same time, the duties of 
auditing as a whole have been widened. 


Reflecting these developments, the Seventh International Congress of 
Supreme Audit Institutions in 1971 devoted extensive discussions to the 
whole question of whether so-called management or operational auditing 
should be considered as part of the role of government auditors. These 
discussions suggested that new developments had been occurring in several 
countries, pointing to an extension of their scope and responsibilities along 
these lines. 

An example of these developments in government auditing is provided 
by the United States experience. The Budget and Accounting Act of 192] 
required the Comptroller General to “investigate ... all matters relating to 
the receipt, disbursement and application of public funds”. Under this legis- 
lation, in his reports to Congress he was required to “make recommendations 
looking to greater economy or efficiency in public expenditures”. For a 
number of years, however, many people were of the opinion that the 
Comptroller General’s organization, the General Accounting Office, was 
taking an unimaginative approach to its responsibilities. A. prestigious 
commission, headed by former President Hoover and charged with investi- 
gating the whole administrative field of the federal government service 
between 1947 and 1949, was highly critical of the Office. 

Changes had already been set in motion through legislation enacted in 
1945 whereby all wholly-owned government corporations were to be audited 
along commercial lines by the General Accounting Office. For this purpose, 
professionally qualified accountants were recruited, and the scope and exper- 
tise of the Office increased substantially. Partly in response to this stimulus, 
the Office began to address the question of departmental auditing in greater 
depth. Out of this process there began to emerge, during the next two 
decades, an approach that the Office called a comprehensive audit. 

The General Accounting Office’s current view of a comprehensive audit 
is explained in a handbook which has received world-wide attention, Stan- 
dards for Audit of Governmental Organizations, Programs, Activities & 
Functions, issued by the Comptroller General in 1972. The standards it out- 
lines are based on the premise that government auditing is concerned not 
only with financial operations, but also with whether government organiza- 
tions are achieving their purposes, are doing so economically, efficiently and 
effectively, and are complying with applicable laws and regulations. 

Sweden provides another instance where the meaning of auditing has 
been extended well beyond mere regularity. In recent years, the principal 


6 The Swedish National Audit Bureau, Effectiveness Auditing (Stockholm: Goteborgs Offsettryckeri, 
1971), p. 36. 
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concern of the National Audit Bureau, the agency with primary responsi- 
bility for auditing government programs, has been with efficiency and effec- 
tiveness. The Bureau defines its control role as follows: 


The purpose of this control is to check that activities are carried out in a 
functional, systematical and economically satisfactory way./ 


Unlike the situation in many other countries, the National Audit Bureau 
is responsible to the Government rather than to Parliament. For practical 
purposes, however, this distinction may not be too significant, since 
from the point of view of the Swedish agencies, which are the equivalent of 
operating departments in other governments, the Bureau is seen to be the 
external auditor. Moreover, the Bureau’s reports are public documents. 


In France, Israel and the Netherlands, the role of the respective national 
audit institutions has been extended, through specific legislative authority, 
to an assessment of efficiency. In France, under 1967 legislation, Ja Cour des 
Comptes is charged with the responsibility of “satisfying itself as to the 
proper use of public money’. This has been interpreted as a mandate to 
appraise management. In Israel, management as a function has been subject 
to examination by the State Comptroller since the office was created in 
1949. It is his duty to state in his report “‘whether the inspected bodies... 
have operated economically, efficiently and in a morally irreproachable 
manner” and also to report on “any such other matter as he may deem 
necessary”. In the Netherlands, as early as 1927, the Rekenkamer was 
regarded as having legislative authority to report on efficiency. During the 
1950s, in response to a growing interest in questions of organization and 
methods within the public service, the Rekenkamer began to conduct much 
broader studies of the management of the Government than it had pre- 
viously undertaken. 

These examples demonstrate that the extension of government auditing 
has occurred over a considerable period of time. By contrast with their 
earlier practice of reporting on specific expenditures, some government audi- 
tors now report on entire programs. 


In dealing with these international developments, we fully recognize the 
constitutional differences in division of powers that exist in the various 
countries referred to. Accordingly, while we have found it useful to study 
these developments, we do not imply that it is necessarily appropriate to 
adopt them in Canada or to consider adopting them without taking into 
account our own institutions and traditions. 


The Attest Function 


In most but not all countries, regularity audits have involved some form of 
attestation to published accounts, combined with direct reporting by the 


7 Ibid., p. 46. 
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auditor of irregularities that would not be apparent from a review of pub- 
lished accounts alone. Where government auditors carry out such an attest 
function, the manner in which they do so varies among countries, as do the 
practices relating to the disclosure of financial information. In a few cases, 
such as Israel, the auditors report on the aggregate financial statements of a 
government; in others, such as Britain, they attest to the correctness of 
detailed accounts of expenditures against legislative authorizations. Gener- 
ally, where the attest function exists, the emphasis is on some form of 
attestation related to detailed accounts. This typically results in certificates 
as to the correctness of each separate account or in formal recommendations 
that discharges of personal responsibility be granted to administrative offi- 
cials who have submitted satisfactory accounts of their stewardship of public 
funds. 


In this chapter, we have attempted to show that the two basic concepts 
of accountability and audit lie at the heart of the role of a government 
auditor. The administration remains accountable to the legislature for the 
use of public funds under the watchful eye of an auditor general or audit 
institution. Both the manner in which the administration accounts to the 
legislature and the form of the auditor’s reporting have evolved over time. 
These trends do not represent a change in the concepts of accountability and 
audit, but rather reflect a broadening interpretation of government account- 
ability. Today in most of the larger democratic countries, the legislature 
grants money to the administration not only with the restriction that it be 
spent only for the purposes specified but also subject to the assumption that 
it will be spent in a prudent manner or, as the British would say, that “‘value 
for money” will be obtained. 


The Canadian Auditor General 


In Canada, the dual role of the Auditor General has been recognized for 
many years. On the one hand, he is instructed to provide the House of 
Commons with certain specific information designed to ensure that Parlia- 
ment will control the public purse; on the other, he is required to certify the 
financial statements of Canada. 


Evolution of the Audit Office 


The Audit Office had its beginnings in a Board of Audit created by the 
Province’ of Canada prior to’ Confederation” The Board) set up im tiaoo, 
was required to prepare the public accounts and to conduct an audit of 
expenditure. Following Confederation, the duties of two members of the 
Board — the Auditor and the Deputy Inspector General — were combined 
into the office of Deputy Minister of Finance. Eleven years after Confedera- 
tion, however, these positions were again separated, and under legislation 
enacted in 1878, the position of AuditornGenmeral swasmeretica s ine 
incumbent was given the right and responsibility to report directly to the 
House of Commons, and the legislation also contained provisions to protect 
his independence in carrying out this responsibility. 

During the early days of its existence, the Audit Office was responsible 
to both the House of Commons and the administration for the performance 
of different functions. The Auditor General had a clear responsibility to 
report financial improprieties to the House of Commons; at the same time 
he was closely associated with the operational task of issuing payments 
within the administrative branch. Indeed, for some time, he was actually able 
to exercise direct control over the issue of government cheques. 

In 1931, the Office was formally relieved of any implicit responsibility 
for the detailed audit of expenditures before they were actually made, an 
operation called a prepayment audit. This function was transferred to a new 
central control officer within the administration, the Comptroller of the 
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Treasury. Later, in 1969, this office was abolished and prepayment audit 
responsibilities have since been decentralized to each operating department 
of the Government. Thus, since 1931, the Auditor General has been con- 
cerned with the post-payment audit of spending, and he has become clearly 
identifiable as an officer whose responsibilities are to serve the House of 
Commons rather than the administration. 

The responsibilities of the Audit Office are now defined in the Finan- 
cial Administration Act.! (For ease of reference, the sections of the Act 
pertinent to the Auditor General are reprinted in Appendix III to this 
report.) This Act, a central piece of legislation in the Canadian Government 
structure, provides for the financial administration of the Government, the 
audit of the public accounts and the financial control of Crown corpora- 
tions. Certain provisions relate to the appointment of such staff as the 
Auditor General requires and specify that they shall be subject to the privi- 
leges and constraints that apply to other public servants. Among these con- 
straints are controls exercised on the one hand by the Treasury Board, which 
are intended to ensure that the salaries and gradings of positions in the Audit 
Office are equitably related to those of similar positions elsewhere in the 
public service, and, on the other, by the Public Service Commission, which 
are intended to ensure that recruitment and promotion in the public service. 
occur on the basis of personal merit rather than privilege, position or influ- 
ence. Thus, in an administrative sense, there is no difference between the 
Auditor General’s employees and the rest of the public service. 

The Auditor General’s responsibilities are defined in terms of the 
_examinations he should make and how he should report. He is required to 
make such examinations as he considers necessary to ascertain whether in his 

_opinion the accounting for and controls over monies, expenditure and public 
__ property are satisfactory and whether ‘money has been expended for the 
purpose for which it was appropriated by Parliament”. In addition, he must 
make such examinations as he considers necessary to “certify” the major 
financial statements of Canada (the statement of assets and liabilities and the 
statement of expenditures and revenues). Finally, the Auditor General is 
required to report annually to the House of Commons on the results of these 
_examinations and is directed to call attention to certain specific kinds of 
cases which he has observed and to any other case that he considers should 
_ be brought to the notice of the House of Commons. 

Formally, the legislation dealing with the Audit Office has evolved 
remarkably little during the past forty years. As with most government 
institutions in Canada, however, the Auditor General’s role is defined not 
only by the letter of the law, but also by tradition and convention. Here: 
there has been some evolution, mostly in the area of direct reporting to the 
House of Commons. 

The process of evolution began in the 1950s. Early in that decade, the 
Auditor General, Mr. Watson Sellar, instructed his staff to be alert to what 
he termed ‘“‘nugatory payments’. These, he explained, were a class of charges 


1 Financial Administration Act, R.S., 1970, c. F-10 as amended. 
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which call for audit scrutiny, such as settlements associated with the cancel- 
lation of an agreement before the purpose is fully implemented.? In 1958, 
for the first time, Mr. Sellar began reporting items of this type in his annual 
report as ‘‘non-productive payments’. He explained that this class of pay- 
ment had been devised to cover transactions that were technically legal, but 
from which no benefit resulted. In later discussions with the Standing 
Committee on Public Accounts, Mr. Sellar’s successor, Mr. Maxwell 
Henderson, recognized that the concept of non-productive payments raised 
definitional problems. For example, cancellation of a project after prelimi- 
nary expenditures could be a wise decision, if new developments or consider- 
ations indicated that the completion of the project would be unwarranted. 
Are preliminary expenses of this kind really “‘non-productive’’, and should 
they be reported as such? The Committee agreed on the need for the 
Auditor General to use his judgement, and Mr. Henderson, discussing non- 
productive payments, stated: 


...it is not an easy problem.... It boils down to a question of value for 
money. 


An additional development that focused attention on the Auditor 
General’s role arose out of the wording of a clause in the Financial Adminis- 
tration Act. The clause in question enjoined the Auditor General to report, 
in addition to certain specific matters that came to his attention during his 
examination of the accounts, ‘“‘any other case that [he] considers should be 
brought to the notice of the House of Commons”. During the debate on Bill 
C-190, which had been introduced in 1970, and the public commentary 
aroused by the Bill, much discussion centered around this clause. Some held 
the view that under a strict legal interpretation it probably did little 
to extend his role beyond reporting on the regularity of financial trans- 
actions. Others maintained that this ‘“‘any other case’’ clause allowed the 
Auditor General to go further and to report on cases where value for money 
had not been achieved. Nevertheless, the debate demonstrated that divergent 
views on the Auditor General’s responsibilities did exist in Parliament and in 
the country at large. Many people felt that he should not be constrained in 
reporting on his examinations. 

In 1973, the present Auditor General, Mr. James J. Macdonell, adopted 
a new format for his annual report in which he specifically included, under 
his ‘‘any other case” authority, items that were formerly identified as non- 
productive payments as well as other matters that he thought should be 
referred to the House. To our knowledge, his use of the “any other case”’ 
clause as the authority to comment on such payments has not been chal- 
lenged. 

The chain of events described above has served to draw public attention 
to the question of the scope of the Auditor General’s investigations. More- 
over, the international developments described in the previous chapter lend 


2 Audit Office Guide (Ottawa: Queen’s Printer, 1954), p. 77. 
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weight to the view that the emergence of interest in the Auditor General’s 
role in Canada is also a response to forces of change being felt in many parts 
of the world. 


Impact of Change in Canada 


There have been major developments in Canada’s Government during the 
past few decades, and these developments have affected the administration’s 
accountability to Parliament in a variety of areas, including financial matters. 

Probably the most important development that has occurred in recent 
years has been the growth of the Government itself. Between 1959/60 and 
1973/74, total federal budgetary spending, including transfer payments to 
the provinces, rose from $5.7 billion to $20 billion, an annual growth rate of 
9.4%. A proportion of this increase is due to inflation; but adjusting for the 
inflationary factor, the rate of growth is still in the order of 6.3% per annum 
over the fifteen-year period.4 

Another important development has been a change in the relationship 
between the Government and the people. While the public has come to rely 
increasingly on government in such areas as social security and regulation of 
the economy, at the same time it seems to have become distrustful of the 
bureaucracies that have been born out of these new dimensions of activity. 
The public sometimes seems alienated and unwilling to accept governmental 
actions as uncritically as in earlier decades. Many citizens do not feel “they 
know enough about the Government and are attracted by the concept of an 
independent officer in Ottawa who can tell them ‘‘what is really going on’. 
Rightly or wrongly, the Auditor General is widely seen as an important 
channel for telling the citizen the ‘‘inside story”. 

In this regard, it is interesting to review the perceptions of the Auditor 
General’s role that some members of the public have revealed in correspon- 
dence with this Committee. His primary function is variously described as to 
control waste (in fact, the word waste is not mentioned in the relevant 
sections of the Financial Administration Act), to bring orderly control to 
spending, to prevent overlapping and plain inefficiency, to curb and protect 
finances, to be a conscience of government, to act as the staff of the Opposi- 
tion, and to evaluate public expenditure, including advising the public on the 
performance of government programs. These concepts are by no means 
synonymous, and some are not very realistic, but they display a common 
sentiment that the Auditor General should be a guardian of the public 
interest in preventing waste in whatever form it manifests itself. Although it 
may be simplistic to believe that waste is always obvious and unambiguous, 


4 Based on statistics provided by the Fiscal Policy Division, Department of Finance. It must be observed 
that transfer payments account for a large proportion of this growth. As a percentage of Gross 
National Product, federal spending, apart from transfer payments, has remained relatively constant 
over the period. Total public expenditures — federal, provincial and municipal — as a percentage of 
Gross National Product have increased markedly over the period from 28.9% in 1959 to 37.6 oin 
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there seems little doubt that, as far as the members of the public quoted 
above are concerned, whenever the Auditor General has uncovered waste or 
inefficiency, they want to know about it. Moreover, many believe that even 
if the Auditor General exposes only a few examples of waste, maladministra- 
tion or inefficiency, this will have a general salutary effect on ministers and 
on all members of the public service. 

The widening scope of government responsibilities and growth in 
expenditures has had a major impact on financial matters within the Govern- 
ment itself. In the decades prior to 1960, the principal stress in expenditure 
management was on regularity. The whole system was oriented toward 
detailed and careful examination of each transaction, and the process was 
highly centralized. Accountants and financial administrators were not 
generally encouraged to be concerned with the reasons for expenditures, for 
others made those decisions. Their task was mainly to provide a service and 
to ensure that the financial machinery of their department operated in the 
approved manner. Specifically, this involved ensuring that travel dollars were 
spent on travel, that funds for salaries were used for salaries, and so forth. In 
this context, it was only natural that the Auditor General should concern 
himself with the mere regularity of public expenditures. 

In the 1960s, however, largely in response to the recommendations of 
the Royal Commission on Government Organization (which, in view of the 
growth of government, was highly critical of these cumbersome financial 
techniques), a new approach to expenditure management was adopted. This 
approach involved two major changes. 

One of these was the adoption of PPBS — a planning, programming and 
budgeting system — which in effect represented an attempt to establish a 
whole new philosophy of control. Instead of being preoccupied with the 
detailed regularity of each dollar spent, departments, and their financial 
managers in particular, were encouraged to devote more time to examining 
expenditures in the light of the purposes they were designed to serve. In 
developing requests for future funding, departments were supposed to 
examine critically their current spending programs, to evaluate the effective- 
ness of past expenditures and to analyze the comparative cost and effective- 
ness of alternative methods for achieving objectives. Interest was promoted 
in cost-benefit analysis and other quantitative techniques designed to 
promote superior evaluation of expenditure proposals. 

The adoption of the form of PPBS used in Canada was not without its 
difficulties. There are some who believe its potential has never been fully 
realized, although conceding it has had positive, though limited, effects on 
planning and budgeting in the administration. Others maintain that the 
system was simply overrated and that, despite all the effort, little of value 
has been achieved. We have not attempted to assess the effectiveness of 
PPBS; for purposes of this discussion, the principal point to note is that old 
techniques of detailed control were found to be inefficient and PPBS repre- 
sented a major effort to respond to this problem. 

Concurrently with PPBS, a second major change was adopted: the sub- 
stantial decentralization of financial control. The old central Office of the 
Comptroller of the Treasury, through which all payments had to be issued, 
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was abolished. Instead, systems for financial control were to be established 
in each department of the Government, and the Treasury Board role evolved 
from one of detailed control to one of broad expenditure management. In 
the process, and in line with the philosophy of program management on 
which PPBS was founded, departments acquired greatly increased flexibility 
in the administration of their financial affairs. They were permitted to move 
funds around within a program without specific and prior Board approval, 
provided they believed that in doing so they could operate with greater 
economy, efficiency or effectiveness. No longer was it rigidly required that a 
dollar allocated to travel be spent on travel. These changes reflected a 
recognition that in a multi-billion dollar budget it was less important to 
ensure that every financial t was crossed and i dotted than it was to know 
whether funds were being spent in a manner that would ensure the achieve- 
ment of the purposes for which they were made available. 


Reporting to the House of Commons 


Over the years, the reports of the Auditor General have taken many forms, 
reflecting in part the personality of the incumbent of the position and how 
he has interpreted his responsibilities. Since 1943, when it was decided that 
the details of expenditures properly belonged in the Public Accounts, the 
annual report of the Auditor General has been limited to his statutory 
reporting requirements and to comments on activities of his Office, irregu- 
larities and other matters he has observed that he thinks should be drawn to 
the attention of the House of Commons. The legislation governing his exami- 
nation and reporting responsibilities has not changed since 1951, but the size 
of the report has varied considerably over the years. In 1958, it was only 34 
pages in length; by 1972, it had expanded to 398 pages. In 1973, it was 
reduced to 144 pages, mostly through the elimination of information that 
was already available from other published sources and of detailed comments 
that duplicated material contained in previous reports. In 1974, there was a 
further reduction to 102 pages. 

The size of future reports will continue to vary, reflecting changing 
responsibilities and the number of serious matters that the Auditor General 
considers should be brought to the attention of the House of Commons. It 
will always be a matter of judgement for him to strike a balance between 
providing sufficient information to Members of Parliament so that they can 
fulfil their responsibilities as custodians of the public purse, while at the 
same time avoiding such a multitude of detail that it becomes confusing for 
them to identify priorities for further probing of past events. 


The Need for New Legislation 


The role of the Auditor General is still widely perceived in the context of the 
regularity and propriety that were the administration’s principal financial 
preoccupations up to the 1960s. Attempts at redefinition through new legis- 
lation have produced much debate but no consensus. Moreover, the present 
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legislation contains a number of ambiguities regarding the Auditor General’s 
responsibilities. It seems reasonable to assume that as long as this legislation 
remains in force, the seeds of controversy will continue to exist. 

While there is need for new legislation concerning the Auditor General 
and his Office, this can be accomplished either by a revision of the relevant 
sections of the Financial Administration Act or by a separate new act dealing 
solely with the Auditor General and the Audit Office. We strongly favour 
this second course of action for the following reasons: 


— It would clearly indicate that the Audit Office is not just a branch 
of the Government’s financial structure, but performs independent 
surveillance and attest functions for the benefit of the House of 
Commons and the general public. 


— Any future changes in legislation affecting the Office would be 
clearly apparent. 


— A separate Act would serve to stress the importance which Parlia- 
ment attaches to the Auditor General and his Office. 


The need for a separate Act has been recognized by the Standing 
Committee on Public Accounts and by the Cabinet: their previous proposals 
for new legislation have been put forward in the form of separate acts rather 
than as amendments to the existing Financial Administration Act. 


Recommendation 1 


Separate legislation should be enacted concerning the role, respon- 
sibilities and relationships of the Auditor General and the Audit 
Office. The present Financial Administration Act should be 
amended accordingly. 


Part Il 


Responsibilities 


4 


Reporting to the House of Commons 


This and the following two chapters are devoted to the responsibilities of the 
Auditor General. This particular chapter deals with his reporting to the House 
of Commons on his surveillance of the administration of public funds. 
Chapter 5 considers his reporting on the financial statements of Canada and 
Chapter 6, his audits of Crown corporations and international organizations. 
This division of responsibilities is somewhat arbitrary. In practice they 
are interwoven; and, although there is a popular tendency to view the 
Auditor General’s role mainly in terms of an annual report on cases of 
financial maladministration, the House of Commons is also interested in his 
other responsibilities — his reporting on the financial statements of Canada 
and of those Crown corporations of which he is the auditor. 

The Auditor General is required to report to the House of Commons 
annually, on or before December 31, on his examination of the accounts for 
the fiscal year ended the previous March 31. While his report may deal with 
the work of his Office and various other matters, its main body consists of 
comments on specific items that have come to his attention as a result of his 
examinations. It is recognized that its ultimate audience is the people of 
Canada; and through the communications media, the highlights of his report 
receive wide publicity. While it does provide the public with a small window 
on the inner workings of government, the prime purpose of the report is to 
provide an essential link in Parliament’s control of the public purse strings. It 
is part of the accountability process, and “at tis int hisscontext! that at as 
considered in this chapter. 

The content of the report is dictated by Section 61(1) of the Financial 
Administration Act, which requires that the Auditor General report on the 
results of his examination. It then specifies six types of cases to which he 
should call attention, concluding with the much discussed phrase “and any 
other case that he considers should be brought to the notice of the House of 
Commons’’. 

These specific reporting requirements of the Act deal with only some 
of the matters on which the Auditor General might be expected to report. 
The requirements as to what he should examine (Section 58) are much 


broader in their scope. 
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Separate requirements as to examination and reporting seem unneces- 
sary and are certainly confusing, particularly because the two do not cover 
quite the same areas. The Auditor General’s reporting responsibilities should 
be clearly defined in the new legislation. If it is considered necessary also to 
specify what he should examine, then the Act could merely require him to 
make such examinations of the accounts and records as he deems necessary. 
This is the approach taken in defining the responsibilities of an auditor under 
modern corporations acts. 

In the sections that follow, we consider the assurances and informa- 
tion the House of Commons needs from the Auditor General under three 
basic Headings: the correctness of the accounis sine sy stems Ol contol 111g 
value for money. Our proposals for his reporting responsibilities in these 
areas are summarized in a single recommendation on page 36. 


The Correctness of the Accounts 


The administration reports on its accountability for funds received and 
expended through the Public Accounts, which are tabled each year in the 
House of Commons, usually in September. It is important for Parliament to 
know that these accounts do provide a proper reporting by the administra- 
tion. Prom earliest times; one of the major responsibilities of the Auditer 
General has been to give this assurance; and in recent years, he has done so 
mainly by reporting instances where the accounts are incorrect. 

This need to reassure the House as to the correctness of the accounts 
does not imply that the Auditor General should be responsible for checking 
every figure appearing in the voluminous Public Accounts of Canada. Were 
he to do so, he would require a staff of thousands. Instead, he should be able 
to satisfy himself that the basic information is correct by making appropriate 
reviews and tests of transactions. In particular, he needs to ensure that 
revenues are properly accounted for and that expenditures are being pro- 
perly charged. To accomplish this, after he has satisfied himself as to their 
effectiveness, he will rely on the systems of control and, to a very consider- 


able extent, on the work of the internal auditors within the departments and 
agencies. 


Internal Auditing 


The current Treasury Board policy on financial administration, issued in 
1973, requires that each government department and agency have internal 
financial audits performed. Some departments have organized their own 
financial audit groups; others arrange for their internal audits to be per- 
formed by the Audit Services Bureau of the Department of Supply and 
Services. 

By evaluating the audit programs carried out by these internal audit 
teams, the Audit Office can very significantly reduce the amount of detailed 
checking that it otherwise would have to do. Through following up errors, 
discrepancies and any other evidence of maladministration that may be dis- 
covered initially by internal auditors, the Auditor General can determine 
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whether appropriate remedial action has been taken and whether such cases 
should be reported to the House of Commons in his annual report. Staff of 
the Auditor General should consult freely and frequently with the various 
internal audit groups. There should be no question of the Auditor General’s 
right of access to the plans, programs and reports of these groups, and he in 
turn should feel free to inform them in broad terms of his own planned 
auditing activities. 

The importance to the Auditor General of the existence of an effective 
system of internal audit throughout the entire administration dictates that 
he should take an active interest in seeing that such a system does in fact 
exist and that the internal auditors are keeping up to date with the new 
techniques in auditing, including analytical auditing, the use of statistical 
sampling techniques and the audit of computer-based accounting systems. In 
addition, he will want assurance that the programs that are planned are 
actually being carried out and the results followed up. 

While the Auditor General, unlike his counterparts in some other coun- 
tries (such as Sweden and the United States), does not and, in our opinion, 
should not have the authority to dictate standards for internal audit, he 
should take a strong interest in such standards, just as he should in financial 
controls generally. Certainly he should feel free to criticize them in his 
annual report if they fail to meet what he considers to be acceptable norms 
of auditing. It follows that he should be consulted whenever the Treasury 
Board or a department is preparing new standards or procedures for either 
internal audit or financial systems generally. 


Appropriation Accounts 


Each year, after a review of the Estimates, Parliament votes money for 
various specific purposes through an appropriation act, and this provides the 
authority for the administration to establish appropriation accounts against 
which expenditures may be made. Later in the year, two or three supplemen- 
tary bills are usually passed, based on supplementary estimates, to take care 
of additional programs or to supplement previous appropriations that have 
proven to be inadequate. One of the responsibilities of the Auditor General 
is to assure Parliament that the expenditures actually made are limited to the 
amounts and purposes for which money was voted. This was the original 
purpose in creating the office of the Auditor General, and it will continue to 
be a necessary control under our present system of parliamentary democracy 
unless Parliament is prepared to lose control of the public purse. 

Today, the effectiveness of this control is diminished by the manner in 
which Parliament appropriates funds. The actualities of the budgetary pro- 
cess differ considerably from the theoretical model one might envisage to 
provide for parliamentary control of expenditures or from the practice of 
earlier years, which provided for more detailed control. 

In the first place, the annual votes now provide the authorization for 
only about half the total budgetary expenditures. The other half has already 
been authorized by other legislation enacted during the current or previous 
years, which granted a continuing authority to make payments from year to 
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year for specific purposes. The payments of family allowances and uncon- 
ditional grants to the provinces, for example, are authorized by separate 
legislation and are not subject to annual votes. The actual or estimated 
amounts of such statutory payments of a budgetary nature do, however, 
appear in the Estimates each year, and the amounts actually spent are 
included in the Public Accounts. But the responsibility of the Auditor 
General for examining such payments is necessarily limited to seeing that 
they are within the terms of the legislation and are properly ACCOUNLeECGMOn, 
In many cases, there is no total dollar limit that cannot be exceeded, as there 
is on each annual vote. 

Second, some of the individual votes included in the appropriation acts 
are for very substantial amounts (some are in the hundreds of millions 
of dollars). While an attempt is made to limit them to specific programs, 
the scope of the programs is frequently very broad indeed and in some cases 
pertinent detail is lacking. In the main Appropriation Act in 1973, there 
were only 229 separate votes, covering appropriations totalling more than 
$10 billion, the average vote being almost $45 million. The responsibility 
that can be placed on the Auditor General so far as regularity is concerned 
must be viewed in the light of this fact. 

Finally, the wording of many of the votes is highly technical and fre- 
quently very lengthy, because it incorporates the statutory authority for 
entering into certain contracts and for making some payments. In addition, 
certain appropriations authorize the transfer of monies from one vote to 
another, all of which is meticulously accounted for in the Public Accounts. 

While departmental statements comparing amounts expended against 
each budgetary appropriation are included in the Public Accounts, the com- 
bination of technical wordings (which do not describe expenditures but 
merely authorize them) and transfers between votes makes these statements 
almost meaningless to anyone who is not thoroughly familiar with the 
Canadian budgetary process. Possibly for this reason, the Auditor General 
does not certify the correctness of these statements.! Instead, he reports on 
a statement included in the Public Accounts, entitled Summary of Appro- 
priations, Expenditures and Unexpended Balances by Departments. This 
deals with departmental totals only, and the expenditures for each depart- 
ment are the same as those included in the statement of expenditure and 
revenue for the year. The appropriations total shown for each department is 
a summation of: (1) the amounts of the various budgetary votes for the 
department included in the appropriation acts; (2) the amounts that may be 
transferred from or to the votes of other departments; and (3) the actual 
amounts of budgetary expenditure made under other statutory authority. 
Not included in the summary, however, is a comparison of non-budgetary 
appropriations and expenditures, which are substantial; and indeed, these are 
not compared anywhere in the Public Accounts. Non-budgetary appro- 
priations and expenditures should form part of this summary. At present, 
the Auditor General examines the summary statement of budgetary appro- 


1 The practice of certifying departmental statements is followed in many countries; and, except for 
the technical wording and vote transfers, it would seem to be a logical way in which the Auditor 
General might discharge his responsibility to Parliament to assure it that amounts expended were 
within the appropriations voted. 
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priations and expenditures and gives his opinion as to its correctness, but his 
opinion is qualified as being subject to his annual report to the House of 
Commons. 


The certificate attached to the summary statement does not, however, 
tell the reader whether any particular vote has been overexpended. If one 
were overspent, the Auditor General would be required to bring this to the 
attention of the House of Commons in his annual report. As the report is 
issued some time after the tabling of the Public Accounts, this procedure is 
not very useful. The principle of accountability would be better served if the 
Auditor General were required to say in his certificate on the summary 
statement whether or not any particular appropriation had been over- 
expended and, if any had, to identify the appropriation and the amount of 
the overexpenditure. 


Recommendation 2 


The Summary of Appropriations, Expenditures and Unexpended 
Balances by Departments included in the Public Accounts should 
be expanded to include non-budgetary appropriations and expen- 
ditures. In reporting on this statement, the Auditor General 
should say whether or not any individual appropriation has been 
overexpended and, if any has, he should identify the appropriation 
and the amount of the overexpenditure. 


The Auditor General must also consider whether appropriations have 
been applied to a purpose or in a manner not authorized by Parliament. This 
responsibility will be discharged only by detailed discussion of any expendi- 
tures that he may challenge and therefore should be included in his annual 
report to the House of Commons. 


The Systems of Control 


Reporting on Control Systems 


In addition to wanting assurance that the accounts are correct and that 
expenditures have been made only as authorized, Parliament needs to be 
assured that the administration has developed systems of control that will 
ensure that revenues are being collected as they should be and that public 
property is being controlled and safeguarded. (The phrase public property 
is defined by the Financial Administration Act as meaning all property other 
than money, so that it embraces not only land, buildings and equipment, but 
also loans, investments, accounts receivable and inventories. Some of these 
are recorded as assets under the present accounting practices of the Govern- 
ment, but many are not.) The Auditor General has been charged with exam- 
ining these systems of control but has no specific reporting responsibilities 
in this connection. His annual report, however, usually contains many 
comments on the subject. 
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Accounting and financial controls have always been Of concer? 10 
auditors: indeed, a study of such controls is a prerequisite to deciding on the 
nature and extent of tests necessary to perform a proper audit. Parliament, 
however, presumably has a wider interest in the area of controls than to 
instruct the Auditor General as to how he should conduct his audit. Its 
primary concern is to ensure that the administration is collecting the monies 
that it should and is safeguarding the assets for which it is responsible, 
whether or not the accounting system employed recognizes such assets in the 
annual financial statements. It should therefore know whether accounting 
systems are faulty, if proper financial controls have not been implemented, 
or if controls that have been established have broken down, just as it should 
know if money has been improperly expended. This has always been of 
concern to Parliament, but under today’s conditions it is absolutely essential 
to ensure effective control of the public purse. Given the hundreds of thou- 
sands of government employees and millions of government transactions, it 
would be prohibitively expensive to perform detailed audit checks. In the 
absence of such checks, effective control over public funds is dependent on 
good financial control systems and the effective management of such sys- 
tems. With the growth in the use of computers, the development of effective 
control systems, far beyond what could previously be achieved, is practica- 
ble. But Parliament will always need the Auditor General’s assurance that 
there are no major shortcomings or breakdowns in this area. New legislation 
should ensure that he has the responsibility and authority to report on this 
matter. 


Financial Management and Control Study 


In 1969, the Government took steps to implement a recommendation of the 
Royal Commission on Government Organization (1962) that departments 
and agencies be given the necessary authority and be held accountable for 
the effective management of the financial resources placed at their disposal. 
In September 1974, with the aid of the accounting profession (enlisted 
through the Public Service Commission’s Executive Interchange Program) 
and the recruitment of further professional assistance by means of service 
contracts, the Auditor General launched a comprehensive, in-depth review of 
the present state of financial management and control in the Government. It 
is planned that the results of this study will be reported to the House of 
Commons as part of, or as a supplement to, the 1975 report of the Auditor 
General. 

An important by-product of the study is the transfer of knowledge, 
expertise and outside experience from professionals drawn from leading 
accounting firms to the audit directors and audit managers of the Audit 
Office through their participation on project teams. It is anticipated that 
responsibility for continuing this type of evaluation can be assumed by the 
Audit Office as an integral part of future audit programs. That is, each year 
the Office would undertake a comprehensive review of the system of finan- 
cial management and control in a number of departments and agencies on a 
cyclical basis. 
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Value for Money 


We have already discussed the Auditor General’s concern for a proper and 
accurate accounting for expenditures by the administration. He has, how- 
ever, an additional, special responsibility with respect to government spend- 
ing — one that has, in a sense, evolved from and goes beyond the audit of 
mere regularity. Essentially, his task is to determine whether value has been 
received for the money the Government has spent. 

Value for money, as a concept, is complex and poses problems of 
judgement for the person making its evaluation. It encompasses three inter- 
related components: whether the money is expended economically and 
efficiently and whether the program on which it is expended is effective in 
meeting its objectives. The first two components, economy and efficiency, 
are susceptible to reasonably objective definition and measurement, and 
there should be no discrepancy between a policy approved by Parliament 
and the carrying out of this policy by the administration in an economic and 
efficient manner. 

The Auditor General has for some years now been interested in assess- 
ing value for money in terms of economy and efficiency, though not always 
under that designation; most frequently he has identified and reported on 
so-called non-productive payments.? His selection of items to report on in 
this category has usually been based on a judgement as to the economic and 
efficient use of funds for a specified purpose. 

The right of the Auditor General to report on this aspect of government 
expenditures has been challenged, even in recent years. For example, it has 
been suggested that the intent of the present legislation is to restrict him to 
reporting on regularity alone, without regard to whether the money was 
spent economically or efficiently. This narrow interpretation seems inconsis- 
tent with our understanding of Parliament’s intention when it appropriates 
funds for a particular purpose. In making such an appropriation, it surely 
imposes a trust on the administration not only to use the funds for the 
specified purposes but, as a trustee, to spend the money prudently — that is, 
with a view to economy and efficiency. In other words, the administration is 
expected to ensure that value for money will be obtained. 

Given this apparently unarguable fact, it must be the intent Of ihe 
present legislation? that the Auditor General take due account of economy 
and efficiency in conducting his examination of expenditures. Since some 
confusion has arisen on this point in the past, it would be desirable that the 
new legislation provide a specific authority for him to report cases where, in 
his opinion, value for money has not been obtained through the Govern- 
ment’s expenditure of public funds. 


2 Other terms — such as prudence — are sometimes used to express the idea of economic, efficient and 
effective expenditure. The expression value for money appears to be the least ambiguous and the 
most comprehensive of the available alternatives. 


3 The clause in question is included in Section 58 of the Financial Administration Act and reads as 
follows: “The Auditor General... shall ascertain whether in his opinion... (c) money has been 
expended for the purposes for which it was appropriated by Parliament, and the expenditures have 
been made as authorized.” 
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In assessing whether economy and efficiency are being realized, it is not 
necessary for the Audit Office itself to initiate detailed studies of produc- 
tivity in the various departments and agencies. Specific examples of blatant 
waste or obvious inefficiency in administration will become apparent from 
time to time through the examination of payments, as they have in the past. 
In addition, many departments have already established standards designed 
to promote economy and efficiency in their operations, and the staff of the 
Audit Office should be trained to assess the reasonableness of these stand- 
ards and compare actual performance with them. The staff should also be 
trained to recognize where the use of such standards is appropriate. If they 
are not being developed or properly used or if poor performance is not being 
corrected, the Auditor General should be iree to report the 1ticisstomene 
House of Commons. 

It would be premature to expect the Auditor General at this time to be 
able to evaluate in a systematic way the effectiveness of government 
programs — though this factor is an integral part of the value for money 
concept in its broadest sense. Present problems in measuring the effective- 
ness of spending programs revolve around two major questions. First, how 
does one define in quantifiable terms what Parliament expects to achieve in 
enacting new legislation or by approving a new program through voting 
funds in an appropriation act? Many programs defy quantification. For 
example, how can one translate the purposes of the Department of External 
Affairs into quantitative terms that permit objective measurement of perfor- 
mance? While other programs are susceptible to some form of measurement, 
they may be intended to achieve a number of different objectives, some 
measurable (for example, the reduction of unemployment or improvement 
in the standard of living) and some intangible (such as, overcoming a feeling 
of injustice). Even if some of these identification problems can be resolved. 
there remains a second major question: how can the results achieved be 
measured? In some cases, present statistical information may provide a 
reasonable answer; but in others, new statistical techniques will have to be 
developed to provide a dependable measure of results. 

In spite of these problems, significant progress is being made in deter- 
mining whether value for money is being achieved in terms of the effective- 
ness of program results. In the United States, for example, the General 
Accounting Office requests from departments and agencies a statement of 
the results they expect to achieve in launching a program approved by Con- 
gress. It then compares actual performance with what the departments or 
agencies expected. By forcing them to clarify the objectives to be achieved by 
each program, in many cases it is possible to develop quantitative measures 
of results. This way of measuring program effectiveness has great merit. 

In Canada, the Treasury Board has taken a keen interest in developing 
studies in the area of program effectiveness. In 1969, units were established 
within the Secretariat to conduct research into methods of measuring effec- 
tiveness and to assist and encourage departments to utilize any measures that 
may be developed for the management of their programs. Developments 
along these lines are still taking place, but there still exist important method- 
ological problems to overcome. The Treasury Board has also encouraged 
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departments and agencies to establish their own groups to conduct an 
independent review of departmental activities on behalf of senior manage- 
ment, including evaluating the effectiveness with which departmental objec- 
tives are achieved. 


Meanwhile, the administration and the Auditor General share a common 
concern for the proper use of public funds. The Auditor General should 
therefore take a great interest in the administration’s activities in the area of 
effectiveness measurement, to the extent that he should monitor the pro- 
gress of such studies. In time, the Audit Office should develop sufficient 
expertise to identify those areas of government to which effectiveness 
studies could be applied and to assess the validity of any conclusions that 
result. When the Auditor General concludes that the state of the art has 
developed to a point where it is possible to measure the effectiveness of 
certain programs, he should report to the House of Commons any instances 
where these measures could be but are not being usefully applied on the 
grounds that, in their absence, assurance is lacking that value for money is 
being achieved. 

The fact that the systematic evaluation of program results presents 
problems of identification and evaluation should not be taken as an excuse 
to question the Auditor General’s right of reporting on obvious cases of 
ineffectiveness uncovered during the course of his examination of the 
accounts. Often, one does not need very sophisticated tools to find out that 
a particular program does not achieve the anticipated or desired results. If, 
for instance, a dock is built to accommodate 200 ships a year and the 
Auditor.General finds out that only 5 ships have used it during the year, this 
is certainly a case of ineffectiveness — an expenditure not achieving the 
anticipated results. 

In other words, when a new program is contemplated, the administra- 
tion should have a reasonable idea of the results to be achieved. An attempt 
to measure the effectiveness of such a program will, as in the United States, 
force the department concerned to better define the objective of the new 
program. True, in some cases it will be impossible to quantify the anticipated 
results, but in other cases the measurement, although in crude form at the 
beginning, will make a certain effectiveness evaluation possible. As experi- 
ence is gained in this area, the evaluations will become more sophisticated. 

Because the evaluation of the effectiveness of programs is an integral 
part of the value for money concept, it is important that the new legislation 
be broad enough to ensure that the Auditor General has the right to report 
on such studies and even to make his own evaluation of program results if 
there is no other satisfactory way of obtaining this. For the present, the 
initiative should rest with the Treasury Board and operating departments, 
but efforts should be accelerated. Some countries are making considerable 
progress in this direction, and there is no reason why Canada should shy 
away from it. 
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Reporting Responsibilities 


The new legislation should be written in such terms that it will not restrict 
the Auditor General in obtaining the information and explanations he 
requires to carry out the examinations that he considers necessary, or limit 
his freedom to report on financial maladministration, on cases where value 
for money has not been obtained, and on such other matters as should, in his 
opinion, be drawn to the attention of the House of Commons. True, there is 
a strong element of personal judgement involved in such reporting, and some 
future holder of the office may take it upon himself to report on matters 
that were not contemplated as being in his purview. That risk should be very 
slight because the nature of the office is such that only a highly responsible 
person should be*appointed’ tout. Yet, even ii the tisk’ became a reality. 1 
would be better that the Auditor General exercise greater latitude than was 
intended, than that any Member of Parliament or private citizen should feel 
that he was unable to speak freely about the facts he had discovered in the 
performance of his responsibilities. 


Recommendation 3 


(1) The Auditor General should report annually to the House of 
Commons 


(a) on the work of his Office and 


(b) whether he has received all the information and explana- 
tions he required 


and he should call attention to anything resulting from his 
examination that he considers should be brought to the 
attention of the House of Commons, including any cases 
where he has observed that 


(i) accounts have not been faithfully and properly kept or 
public money has not been fully accounted for, 


(ii) essential records have not been maintained or the rules 
and procedures applied have been insufficient to safe- 
guard and control public property, to secure an effective 
check on the assessment, collection and proper alloca- 
tion of the revenue and to ensure that expenditures have 
been made only as authorized; or 


(iii) money has been expended other than for purposes for 
which it was appropriated by Parliament or value for 
money has not been obtained for any expenditure or 
expenditures, 


provided that he should not be required to report on matters 
that, in his opinion, are not significant in the circumstances. 


(2) The Auditor General should examine, in such manner as he 
deems necessary, the accounts and records of the administra- 
tion. 
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A comparison of this recommendation with Section 61(1) of the pre- 
sent Financial Administration Act indicates that, while it is more compre- 
hensive in certain respects, it does not specifically include three items that 
are mentioned in the present Act. First, the Auditor General need not 
report on ‘“‘a deficiency or loss through the fraud, default or mistake of any 
person’. This information is already available in the Public Accounts by 
virtue of Section 98(3) of the Act, although in slightly different form. If the 
Auditor General finds the information to be incomplete or incorrect, he 
should report significant deficiencies to the House of Commons. Second, our 
recommendation does not include any reference to the issue of special 
warrants to authorize the payment of money. The inclusion of this informa- 
tion in the annual report of the Auditor General no longer seems to be 
significant, as Section 23(3) of the Act now requires that the amounts of 
these be included in the next appropriation act. In any case, it is separately 
reported to the House of Commons by the President of the Treasury Board. 
Third, the recommendation does not require the Auditor General to report if 
“any officer or employee has willfully or negligently omitted to collect or 
receive any money belonging to Canada”. Obviously, it is important that the 
Auditor General should be alert to such instances and, where important, he 
should draw them to the attention of the House of Commons, but we 
assume that the recommendation is sufficiently broad to ensure that he has 
the authority to do so without the need for a separate provision. 

We refer to other matters on which the Auditor General is required to 
report in the following two chapters. The new legislation should make clear 
that his annual report to the House of Commons can also embrace such 
comments as he considers should be brought to its attention as a result of his 
examination of the financial statements of Canada and of Crown corpora- 
tions. 


Content of the Report 


Objectivity and fairness in the Auditor General’s annual report are essential, 
and all Canada’s auditors general have striven to achieve this goal. Any 
comments that are drafted for probable inclusion in the report are habitually 
referred to the departments and agencies. concerned for their views as to 
factual accuracy, and their replies have been taken into account in deciding 
how the matters should finally be reported. We have been told, however, 
that the time allowed for reviews by the administration has sometimes been 
inadequate for proper consideration. It has also been suggested that the 
Audit Office should consider publishing departmental views alongside the 
Auditor General’s, so that the report conveys a balanced picture. This is not 
necessarily the best means of achieving the most informative presentation. 
Rather, cooperative procedures should be adopted by the Audit Office and 
the departments and agencies involved, and these procedures should be 
carried out well in advance of the release ol the Tepory 

Any issue that is being considered for inclusion in the report should be 
set out in a draft comment prepared by the Audit Office and verified with 
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the appropriate department or agency, not only for its factual accuracy, but 
also for clarity and fairness of presentation. The Auditor General may indeed 
wish to include in his report explanations offered by the department regard- 
ing problem areas; but he should be free to summarize these as he considers 
appropriate, and he should not be required to include explanations that he 
considers unnecessary or unsuitable. These considerations suggest that the 
Auditor General’s Office must be sufficiently well organized to transmit all 
draft comments to departments and agencies in ample time for an adequate 
review and submission of comments. 

We have considered whether the present approach of producing a single 
annual report should be continued. Many methods of reporting are possible. 
For example, each major issue could form the subject of a separate report (as 
is the case in the United States), and these could be issued and tabled in the 
House of Commons throughout the year. On the whole, however, there is 
considerable advantage in adhering to the present practice of issuing a single 
annual report, partly because the report relates to the annual issue of the 
Public Accounts, and partly because this approach facilitates its considera- 
tion by Parliament, which operates on an annual cycle on expenditure 
matters. Also, the publication of a single report introduces a note of regu- 
larity into the reporting process and makes it possible to compare comments 
in any given report with corresponding comments included in previous ones. 


Recommendation 4 


The Auditor General should continue to use an annual report as 
his primary reporting vehicle. This report should be issued not 
later than the end of each calendar year. 


Nevertheless, there may be circumstances where more flexibility is 
needed than that provided by the single reporting instrument. While the 
annual report should be the principal vehicle for the Auditor General’s com- 
ments on his examinations, the occasion may arise where an issue of pressing 
importance or urgency requires more immediate disclosure. Under such cir- 
cumstances, the Auditor General should have the necessary authority to 
issue a special report to the House of Commons. 


Recommendation 5 


The Auditor General should have the authority to issue a special 
report to the House of Commons on any matter of pressing impor- 
fance or urgency that, in his opinion, should not be deferred until 
the issue of his annual report. 


3 


Reporting on the 


Financial Statements of Canada 


The Financial Statements of Canada 


The administration reports on its use of public funds through the Public 
Accounts, which are tabled each year in the House of Commons. Section 
55(2) of the Financial Administration Act requires that these Accounts 
include two main summary financial statements: 


— a statement of the expenditures and revenues of Canada for the 
fiscal year; and 


— a statement of the assets and liabilities of Canada at the end of the 
fiscal year. 


The Act also provides that the Public Accounts shall contain informa- 
tion on contingent liabilities and such other accounts and information as are 
necessary to show the financial transactions and financial position of 
Canada, or that must be included under other acts of Parliament. Accord- 
ingly, in addition to the summary information identified above, the 
Accounts present detailed reporting of financial transactions and the finan- 
cial statements of most Crown corporations and other governmental bodies 
that maintain their accounts separately from the accounts of Canada. There 
is also a supplementary statement that provides details of revenues by main 
classifications. 

These statements are of importance not only to Members of Parliament, 
but to Canadians generally. The statement of expenditure and revenue 
accounts for the budgetary revenues that flow into the Consolidated Rev- 
enue Fund and the budgetary expenditures that are chargeable against the 
Fund. The balance — that is, the difference between revenue and expenditure 
— is the budgetary surplus or deficit tor the year. 

The statement of assets and liabilities shows the various recorded assets 
and the liabilities of the Government of Canada. The purchase of fixed assets 
(such as land, buildings and equipment) is treated as a budgetary expen- 
diture. As such assets are not shown in the statement of assets and liabilities, 
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there is no need to provide for depreciation charges or reserves. On the other 
hand, loans and advances made to various organizations (national or inter- 
national) are shown as assets. These are not written off unless an appropri- 
ation is approved by Parliament, with the result that assets of doubtful or 
little value have been included at their original value year after year. We refer 
tOrexamples Ol nese later Invtins chaptem 

The excess of liabilities over recorded assets is referred to as the net 
debt, Since 1965, the net debt has been reduced or increased each year by 
the exact amount of the budgetary surplus or deficit, as the case may be. 


Statement of Changes in Financial Position 


Corporate financial statements include not only a balance sheet and an 
income statement, but also a statement of changes in financial position. This 
latter statement is intended to provide information on the sources of funds 
of an enterprise and their use during the period covered by the statement. 

In government, there is increasing awareness of the importance of iden- 
tifying the net change in financial position for a fiscal year. In the days when 
the balancing of revenues and expenditures was regarded by the public as the 
primary financial objective of any government, emphasis was placed on the 
annual budgetary surplus or deficit, as well as the related net debt figure, as 
measures of the Government’s financial performance. To many, these figures 
are still important; but with the increasing use of special accounts and Crown 
corporations and with the need to finance foreign exchange reserves, the 
statement of expenditure and revenue now shows only part of the reasons 
for increases and decreases in government debt and bank balances. A state- 
ment comparable to the statement of changes in financial position used in 
business could supply this broader view of the financial transactions during 
the year.! A new statement should be included in the Public Accounts as 
one of the main financial statements of Canada to show changes in the 
financial position each year and the causes of such changes. 


Recommendation 6 


The Public Accounts should include among the main financial 
statements of Canada a new statement showing changes in finan- 
cial position during the fiscal year and the causes of such changes. 


Position of Statements in the Public Accounts 


The two major statements now issued are interrelated. Moreover, the recom- 
mended statement of changes in financial position includes transactions that 
will also be reflected in either the statement of expenditure and revenue or 
the statement of assets and liabilities. At the present time, the two major 
statements appear in different sections of Volume I of the Public Accounts 


I Information along these lines does appear in a table included in the text of Section 2 of Volume I of 
the Public Accounts under the title Financial Operations of the Government of Canada. This table 
summarizes financial transactions in terms of their effect on the bank balances of the Receiver 
General. 
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(over sixty pages apart), and much of the commentary necessary to an under- 
standing of the basis on which the statements are prepared appears in still 
another section of the volume (over eighty pages ahead of the first state- 
ment). For a clear understanding of the financial situation of Canada, all the 
major statements should be brought together in one place and should include 
a full explanation of the basis on which they have been prepared. In other 
words, they should be produced as a group of statements, complete in them- 
selves, just as the financial statements of a business enterprise are presented 
to the shareholders as a package. This does not imply any reduction in the 
information included in Volume I of the Public Accounts, which contains 
very useful analyses of major amounts and particulars of unusual items. It 
would, however, become clearer that this is only additional information, 
which the reader does not need to have in order to understand what the 
main financial statements show. 


Recommendation 7 


The three main financial statements of Canada should appear to- 
gether in the Public Accounts along with such notes and explana- 
tions as may be necessary. 


The Auditor General and the Financial Statements 


Section 60 of the Financial Administration Act requires the Auditor General 
to examine and certify the financial statements of Canada that must be 
included in the Public Accounts. In doing so, he is performing what we have 
referred to as his attest function: the expression of an informed opinion on 
the fairness of presentation of financial statements by a qualified and inde- 
pendent accountant. 

Today, the terms certify and certificate are not commonly used by the 
accounting profession in relation to the attest function. In the late nine- 
teenth and early twentieth centuries, the phrase auditor's certificate was 
adopted to describe the statement by an auditor that he had received all the 
information and explanations he required (a statement of fact he could 
certify) and his judgement as to whether the balance sheet exhibited a true 
and correct view of the state of the company’s affairs (a matter of opinion). 
An unfortunate effect of this usage was to imply that a financial statement 
was a statement of fact capable of absolute verification and the use of the 
word correct in the report added to this impression. A financial statement, 
while based on facts, can properly be considered to present information 
fairly only after many judgemental decisions have been made as to how the 
facts should be treated. Because of this element of judgement and the inev- 
itable possibility of divergences of opinion, the words certify, certificate and 
correct have been dropped from the auditor’s report on the financial state- 
ments of business enterprises; instead, reference is made to reporting by the 
auditor, to his opinion on the statements and to whether their presentation 


is fair. 
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The Financial Administration Act carries forward from predecessor acts 
the word certify to describe the responsibility of the Auditor General in 
relation to the financial statements of Canada. In dealing with the responsi- 
bility of the Minister of Finance for these statements, however, the same Act 
refers to his opinion as to what accounts for assets, liabilities and reserves are 
required “‘to give a true and fair view of the financial position of Canada”’.2 
This phrasing is more appropriate because it takes into account the element 
of judgement involved in preparing financial statements. The Auditor Gen- 
eral’s responsibility should be defined in similar terms, and in the new legisla- 
tion the word certify should no longer be used in connection with his reports 
on financial statements. Instead, he should be required to give his opinion on 
these. Later in this chapter, the form of that opinion is discussed. 


Timing and Completeness of the Auditor General’s Reports 
on Financial Statements 


The fiscal year of the Government of Canada ends on March 31. The Public 
Accounts are normally completed in the following September and, if Parlia- 
ment is in session, are tabled at that time. In addition to the statement of 
expenditure and revenue and the statement of assets and liabilities, the 
Accounts at present contain a supplementary statement showing revenue by 
main classification and department. Each of these financial statements is 
signed by the Deputy Minister of Finance and the Deputy Receiver General 
and to each is appended an Auditor General’s Certificate giving his opinion 
on its correctness with the qualification that it is ““subject to the comments 
in my report to the House of Commons’’. At the time the certificate is 
signed, however, the report of the Auditor General is not yet available. 
Accordingly, the certificate is virtually useless when it is first issued and 
becomes meaningful only when the Auditor General’s report is released some 
time later. 

In practice, the Auditor General does comment in his annual report on 
various items in the financial statements: for example, there were ten pages 
of such comments in his 1974 report. While some were critical of accounting 
practices followed, the report did not indicate whether any were considered 
so material (with regard to the magnitude of the amounts involved) that he 
was withholding general approval of the financial statements. This is not 
good auditing practice. Any auditor, including the Auditor General, should 
set out clearly in his report attached to the financial statements any reserva- 
tions he has and qualify his opinion accordingly. 


Recommendation 8 


The Auditor General should set out concisely in his reports 
attached to financial statements appearing in the Public Accounts 
any reservations he may have and qualify his opinion accordingly. 


2 Financial Administration Act, R.S., 1970, c. F-10, Section 54(2). 


Reporting on the Financial Statements of Canada 43 


The implementation of this recommendation will involve rescheduling 
the work of the Audit Office so that the Auditor General can form his 
opinion on the financial statements before they are issued. It will be helpful 
in accelerating his post-year-end work if the Audit Office reviews the 
Estimates immediately after they are presented to the House of Commons to 
determine whether the provisions proposed for appropriation acts are likely 
to create any problems in subsequent financial reporting. Similar reviews 
should be made of all other proposed legislation when it is first introduced in 
Parliament. If accounting issues arising from these reviews of legislative pro- 
posals are raised sufficiently early, corrective action might be possible before 
the legislation is finally enacted. 

After the financial statements have been prepared in draft form, the 
Auditor General should allow time for discussion of any proposed qualifica- 
tions of his formal opinion with the persons responsible for their prepara- 
tion. If there is a genuine and significant difference of opinion between the 
minister responsible for the content of the financial statements and the 
Auditor General, a qualification will be necessary. In many cases, however, 
the difference will probably be resolved to the satisfaction of both by 
amending the draft statements, as is usually the case in the private sector. By 
allowing time for this exchange of views, not only will the financial state- 
ments be more meaningful, but the responsible minister will know whether 
the statements he proposes to table meet with the approval of the Auditor 
General. Under present circumstances, he has no such assurance. 


Recommendation 9 


The Auditor General should discuss with the appropriate deputy 
minister and minister any matters in the financial statements of 
Canada that he thinks should be changed before they are signed 
and advise them of the qualifications he proposes to make in his 
opinion on the statements if such changes are not made. 


This recommendation does not imply that the Auditor General should 
eliminate any reference to these statements from his annual report to the 
House of Commons. On the contrary, he should be free to make any obser- 
vations or include other pertinent information. The Public Accounts contain 
a wealth of information, but their very size (over 1,200 pages in 1974) 
makes them somewhat forbidding to the general reader. A summary and 
highlighting of important assets, liabilities, revenues and expenditures in the 
report of the Auditor General might be helpful to Members of Parliament 
and the public alike. In his report to the House, the Auditor General should 
also be free to expand on the reasons for any qualification made to his 
opinion on the financial statements. 


Recommendation 10 

The Auditor General should continue to comment in his annual 
report to the House of Commons on matters included in the finan- 
cial statements of Canada and be free to expand on the reasons for 
any qualification to his opinion that he found necessary to make. 
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Combined Report on Financial Statements 


We have previously recommended (Recommendation 7) that the main finan- 
cial statements of Canada should appear together in the Public Accounts, 
along with such notes and explanations as may be necessary. The Auditor 
General would then be in a position to make only one report on these 
statements. This is more convenient to the reader in view of the fact that the 
statements are interrelated, and any qualification he has in his opinion would 
usually be applicable to more than one statement. More important, the 
proposed procedure would make clear exactly where the Auditor General 
stands in relation to the statements as a whole. The notes and explanations 
would be an integral part of the financial statements, and therefore his 
Opinion would cover such notes and explanations as well. 


Recommendation 1 1 


When the financial statements are presented together in the Public 
Accounts, complete with such notes and explanations as may be 
necessary, the Auditor General should express his opinion on all 
such statements in one report. 


We now address the more difficult problem as to what his opinion 
might embrace. 


The Auditor General’s Report 
on the Financial Statements 


The Financial Administration Act leaves the form of the Auditor General’s 
certificates to his discretion. With only slight variations in wording, since 
1953 they have stated that the statements have been examined in accordance 
with the Financial Administration Act and are in agreement with the 
accounts maintained by the administration. They have also asserted that he 
has obtained all the information and explanations he has required and that in 
his opinion, subject to his annual report to the House of Commons, the 
statements are correct or exhibit a correct view. 


As explained earlier, the use of the word correct in relation to an 
opinion on financial statements has been replaced by the word fair. To be 
sure, fair also has its limitations. In the case of limited companies, its intent 
is sharpened by the auditor’s declaration that the financial statements “‘pre- 
sent fairly [information]. . . in accordance with generally accepted account- 
ing principles applied on a basis consistent with that of the preceding year”. 

Over the past forty years, committees and boards of the accounting 
professions in Canada, the United States and elsewhere have gradually 
developed a code of accounting principles and practices governing the finan- 
cial statements of commercial enterprises.3 These have been generally 


3 In Canada, the Canadian Institute of Chartered Accountants publishes and keeps up to date a 
Handbook that includes recommendations which its members must follow in reporting on the 
fairness of financial statements. 
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accepted by their members, and now an unqualified opinion is given only on 
a financial statement prepared in accordance with these principles. Securities 
commissions in both Canada and the United States have supported this 
development by insisting that statements filed with them meet the same 
standards. In consequence, in business the most important criterion of the 
fairness of presentation of a financial statement is that it has been prepared 
in conformity with certain agreed standards. In the following section, some 
of the problems which make it more difficult to define fairness in a govern- 
ment context are discussed. 


Financial Reporting Problems 
Government Accounting Principles 


No generally accepted code of accounting principles and practices has been 
developed for financial reporting by governments, although the National 
Committee on Governmental Accounting of the Municipal Finance Officers 
Association has laid down certain basic principles that it suggests should be 
followed. One of these is that 


If there is a conflict between legal provisions and generally accepted account- 
ing principles . . . legal provisions must take precedence.4 


Recently, the American Institute of Certified Public Accountants has 
taken issue with this principle and has recommended that the emphasis 
should be placed on generally accepted accounting principles rather than on 
legal compliance. At issue also is the question of who should establish 
generally accepted accounting principles for government. Given the present 
difficulties, it may be many years before the Auditor General of Canada can 
test the fairness of presentation of the financial statements of Canada against 
any generally accepted understanding of what is appropriate. 

While there are no generally accepted principles of accounting for 
government at this time, the basis on which the statement of expenditure 
and revenue and the statement of assets and liabilities are prepared is, as 
noted earlier, explained in the introductory section of Volume I of the 
Public Accounts of Canada. This explanation refers to basic principles of 
parliamentary control that influence disclosure in the financial statements, 
and it identifies conventions that have been applied over the years to achieve 
improvements in financial reporting. In his annual reports, the Auditor 
General has drawn attention each year to the fact that the major financial 
statements of Canada contain significant deviations from these principles and 


conventions. 


4 National Committee on Governmental Accounting, Governmental Accounting, Auditing and Finan- 
cial Reporting (Chicago: Municipal Finance Officers Association of the United States and Canada, 


1968), p. 4. 
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Deviations from Stated Practice 


Three examples of deviations from stated practice demonstrate the signifi- 
cance of the problem. 


(1) Advances to the Unemployment Insurance Commission 


Prior to 1972, the Unemployment Insurance Commission was 
basically self-sufficient, paying benefits to the unemployed out of 
a fund that was built up by the contributions of employers and 
employees and a statutory contribution from the Government of 
one-fifth of the combined contributions of employers and 
employees. At the end of March 1971, there was a credit balance 
of $324 million in the fund. 


During 1971, major changes were made in the legislation, 
including wider coverage and increased benefits. The Government 
was authorized to advance funds as necessary to the Commission 
and, commencing January 1, 1972, was required to reimburse it 
for the cost of benefits paid in consequence of the average 
national rate of unemployment being in excess of 4% and for the 
costol certain,other benelits .by Wiarche so lieLo 72 tieeGovern- 
ment had made advances of $184 million and by March 31, 1973, 
the total had climbed to $1,475 million. Of these advances at 
March 31, 1973, $1,165 million was specifically reimbursable by 
the Government under the statutory requirement referred to. 
Nevertheless, the total advances were carried forward at the end of 
the year as an asset in the statement of assets and liabilities of 
Canada with disclosure that all or part were to be recovered by 
parliamentary appropriations. In other words, the statement of 
assets and liabilities of Canada showed as an asset an amount due 
from the Government itself. 


The inclusion of these advances as an asset (thereby reducing the 
apparent net debt of the country) does not contorm with the 
administration’s definition of assets set out in page 1.4 of the 
Public Accounts of 1972/73, a definition which, with minor 
changes from time to time, has been repeated each year ever since 
1920. The reason for their inclusion as an asset was dictated by 
the wording of the Unemployment Insurance Act, 1971, which 
provided that reimbursement would be made each year, com- 
mencing with fiscal year 1973/74, for the amount due up to the 
end of the immediately preceding calendar year. Accordingly, the 
first reimbursement was not made until the beginning of the 
1973/74 fiscal year and was calculated on the amount due to 
December 31, 1972. The effect of not making allowance in the 
financial statements for this until the 1973/74 fiscal year was to 
show a lesser deficit for 1971/72 of $168 million. Further pay- 
ments made in the 1972/73 fiscal year not reflected in the 
budgetary accounts of that year resulted in reporting a budgetary 
surplus for 1973 of $481 million instead of a budgetary deficit of 


Reporting on the Financial Statements of Canada 


(2) 


47 


$516 million. The effect on 1973/74 was minimal, so far as the 
budgetary surplus was concerned, because the appropriation for 
that year almost equalled the accruing right to entitlement; but 
the net debt of Canada, based on the definition included in the 
Public Accounts, was stated at $1,166 million less than it should 
have been at March 31, 1974. The effect of this time lag in reim- 
bursing the Unemployment Insurance Commission is summarized 
in the following table. 


Unemployment Accounts of 
Insurance Canada 
Commission 
Fiscal Year Right 
Ended to reimbursement Reimbursement 

March 31 accrued included Difference 
VOID (eros iS. 9168252-60)1 $ nil Sen NOS. Sel I 
1973 996,614,131 nil 996,614,131 
1974 S575380,120 856,176,615 P2LO 18s 


$re2,022.253-410 $ 856,176,615 $ 1,166,076,855 


In the 1975 fiscal year, the Unemployment Insurance Commission 


recovered $897 million of its accrued right to reimbursement. 


Loans to developing countries 

As authorized by Parliament, the Government makes loans to 
developing countries, most of them for extended periods. The 
amount of these loans in each of the past three years has been: 


Amount of 
Year ended loans during 
March 31 year 
Lo7Z $ 143,096,539 
LOTS 1653795593 
1974 226,859,110 


The total of such loans outstanding at March 31, 1974, was $823 
million. An analysis of the loans at the end of March 1973 was 
included in the report of the Auditor General for that year and 
indicated that most (86%) were on an interest-free basis, usually 
repayable over fifty years with no payments falling due during the 
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first ten years. An additional 8% carried a nominal interest rate of 
3/4 of 1%. These loans are shown as an asset in the financial 
statements of Canada and deducted in determining the net debt. 
In establishing the concept of net debt in 1920, the Minister of 
Finance stated: 


Assets which are not readily convertible ... or are not interest 
producing, are not such assets as ought to be deducted from the 
gross debt .... whatever may be their future value, however great 
it may be, they are not assets of such a character as to directly 
reduce the gross debt... . 5 


This principle has been reaffirmed each year in an explanation of 
the Government’s accounting system included in the Public 
Accounts. The practice followed in accounting for interest-free 
loans to developing countries obviously does not conform with the 
principle. 


If the stated principle had been adhered to, parliamentary appro- 
priations for the entire amount of the loans would have been 
necessary to authorize advances of money which involved taking 
back non-interest bearing debt. This makes good common sense 
for when anyone agrees to loan money on these terms, there is a 
very real cost incurred by him when the loan is made.® Under the 
practice followed in the presentation of the financial statements of 
Canada, this cost is ignored when the loan is made, with the result 
that budgetary expenditure and net debt are both understated. 


It appears that the practice followed may have been dictated by 
the desire to ensure that loans should be presented in such a way 
as to avoid any suggestion that repayment will not, or need not, be 
made. This is understandable. But, the desire to avoid such a 
possible misinterpretation of the form in which aid is granted 
should not prevent the inclusion of the amount in the budgetary 
expenditures for the year. An amount equal to the total of such 
loans could, for example, be provided as financial costs of loans to 
developing countries. 


(3) Reserve for losses on the realization of assets 


From the total of recorded assets shown in the statement of assets 
and liabilities ($37,974 million at the end of the 1973/74 fiscal 
year), there is deducted a Reserve for losses on realization of assets 
to arrive at a value for net recorded assets. The amount of this 


5 Quoted in Public Accounts of Canada for the fiscal year ended March 31, 1974 (Ottawa: 
Information Canada, 1974), Vol. 1, p. 1.3. 


6 The present value, based on an 8% interest tate, of a series of equal payments over a period of 40 
years commencing 10 years hence, is only 13.8% of the total of such payments. A loan of $1,000 on 
such terms has a present value of only $138 and therefore costs the lender $862. 
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reserve is $546 million, and this amount has not changed since 
March: 31. 195/.. [hus, it does not. .appear to be. related to the 
advances shown in the balance sheet at March 31, 1974, to which 
we have referred above. The Financial Administration Act con- 
templates that the Minister of Finance shall require the establish- 
ment of such reserves as in his opinion are required to give a true 
and fair view of the financial position of Canada. It would be hard 
to argue that the present reserve, which has remained unchanged 
for seventeen years, has been used to give a true and fair view of 
the financial position of Canada. 


Other examples might be mentioned, such as the inclusion as an asset 
of the forgivable portion of loans made to provinces and advances made to 
certain Crown corporations. The latter are maintained at their full value, 
sometimes with accrued interest, even in instances where it is very unlikely 
that they will ever be recovered except through appropriations by Parlia- 
ment. Advances made to the St. Lawrence Seaway Authority is a case in 
point. If the wording of legislation can override the practices that have been 
devised to ensure fair presentation of the Public Accounts, the credibility of 
the accounts is seriously threatened. Moreover, some of the concepts that 
they embrace — particularly those of surplus and net debt — become rela- 
tively meaningless. 

These deviations do not mean that the administration has acted ille- 
gally. On the contrary, it is often because it accounts for financial trans- 
actions in accordance with the laws giving rise to them that the deviations 
have occurred. The problem arises in the first instance when the principles 
and conventions of financial reporting are ignored in introducing financial 
legislation. Once Parliament has passed an act, the administration seems to 
fee] bound to render its accounting for uses of funds in accordance with the 
terms of the legislation, even when such action produces statements that fail 
to reflect a fair presentation of the financial situation. 

The administration has recognized the need to reassess the basis on 
which the Government’s published financial statements are prepared. In May 
1973, it announced the initiation of a Study of the Accounts of Canada to 
examine the purposes, principles and practices that should govern their 
preparation and presentation. This study is being conducted jointly by 
officials of the three departments that share responsibility for the accounts: 
the Treasury Board Secretariat, the Department of Finance and the Depart- 
ment of Supply and Services. The results of this study should hopefully lead 
to major improvements in financial reporting by the Government. 

The Auditor General has been kept informed of the progress of the 
study, and we understand that he will be consulted on its conclusions and 
recommendations. This is desirable because the Government’s stated 
accounting principles and practices are of critical importance to him as the 
standards against which he must assess the fairness of presentation of its 
financial statements. Like his counterparts in public accounting, he must 
take an active interest in the accounting principles that circumscribe his 
attest responsibility. 
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Future studies of accounting principles for government could be ini- 
tiated either by the administration or by organizations independent of 
government, such as professional accounting or academic bodies. For 
example, in its submission to this Committee, the Canadian Institute of 
Chartered Accountants has indicated that it has an interest in the develop- 
ment of such principles. Regardless of who initiates any future studies, the 
Auditor General should be prepared to contribute his views. He must, 
however, do so on a basis that ensures his continued freedom to criticize the 
principles adopted by the Government if, in his view, they fail to ensure that 
financial information is presented fairly. 


Recommendation 12 

The Auditor General should participate in studies of accounting 
principles for government, whether initiated by the accounting 
profession or by the Government itself. 


Disclosures of the accounting policies followed in the preparation of 
financial statements are becoming very common in business. Their use has 
been recommended in the first international accounting standard of the 
International Accounting Standards Committee, which was founded in June 
1973 by the leading professional accounting bodies of nine countries. While 
the standard is not particularly directed to government accounting, some of 
its recommendations might be equally appropriate to government as to busi- 
ness. In particular, attention is drawn to Paragraphs 18 and 19. 


(18) Financial statements should include clear and concise disclosure of all 
significant accounting policies which have been used. 


(19) The disclosure of the significant accounting policies used should be an 
integral part of the financial statements. The policies should normally be 
disclosed in one place.7 


The Canadian Institute of Chartered Accountants, which is a member 
of the International Accounting Standards Committee, has recommended 
that for fiscal years commencing on or after December 1, 1974, such a 
statement of accounting policies should be made for Canadian business 
enterprises (the area that its recommendations cover). The specific recom- 
mendations are as follows: 


A clear and concise description of the significant accounting policies of an 
enterprise should be included as an integral part of the financial statements. 


As a minimum, disclosure of information on accounting policies should be 
provided in the following situations: 


(a) where a selection has been made from alternative acceptable accounting 
principles, methods and procedures; 


7 International Accounting Standards Committee, JAS J — Disclosure of Accounting Policies 
(London: 1975), p. 8. 
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(b) where there are accounting principles, methods and procedures used 
which are peculiar to an industry in which an enterprise operates, even if 
such accounting principles, methods and procedures are predominantly 
followed in that industry.8 


Reporting in the Absence of Generally Accepted Accounting Principles 


The two pages of information: entitled The Government's Accounting 
System appearing in Section 1 of Volume I of the Public Accounts could 
serve as a basis for the development of a statement of accounting policy that 
would become an integral part of the financial statements of Canada. We 
would expect this statement to deal with the rationale behind such matters 
as advances that can be recovered only out of future appropriations of 
Parliament and the carrying value of interest-free loans. It should also 
include the basis of determining the reserve for losses on the realization of 
assets. With such a disclosure of the accounting policies as part of the finan- 
cial statements of Canada, the Auditor General could be expected to report 
whether the statements do, in his opinion, present a fair view on the basis set 
out in the explanation. 

The major financial statements of Canada disclose a comparison of 
figures for the current year with those of the preceding year, and the readers 
of these statements are entitled to know whether these figures have been 
prepared on the same basis. Past reporting by the Auditor General has 
contained no reference to this matter, which is of particular importance in 
the government environment, where changes in legislation or new legislation 
may make it impossible to draw useful comparisons between years. The 
Auditor General’s report on the financial statements of Canada should indi- 
cate whether they are presented on a basis consistent with that of tiie 
preceding year. 


Recommendation 13 


In reporting on the financial statements of Canada, the Auditor 
General should express his opinion as to whether they present 
fairly information in accordance with the stated accounting 
policies and on a basis consistent with that of the preceding year. 


In applying this recommendation, it should be understood that a 
favourable opinion would indicate that the stated policy was being followed. 
If it were not, the Auditor General would qualify his opinion accordingly. 


Responsibility for the Accounts 


Neither the amount of information to be included in the financial statements 
nor the standards or principles for the disclosure of this information are 
defined in the Financial Administration Act. Section 54 provides that the 


8 The Canadian Institute of Chartered Accountants, CLCA. Handbook — Recommendations of the 
Accounting Research Committee (Toronto: October 1974), pp. 211, 212. 
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Receiver General for Canada (the Minister of Supply and Services) shall 
maintain the accounts on which these summary statements are based. But, 
with respect to the accounts underlying the statement of expenditure and 
revenue, he must observe the regulations established by the Treasury Board; 
and with respect to those underlying the statement of assets and liabilities, 
he is subject to the direction of the Minister of Finance. Moreover, under 
Section 5(4), the Treasury Board has an apparently overriding responsibility 
for prescribing the ““manner and form” in which the accounts of Canada, as 
well as the accounts of departments, are to be kept. Thus, the Act splits 
responsibility for the accounts supporting the financial statements among 
three separate parts of the administration in a manner that makes it difficult 
to determine who in the last analysis is responsible for them. 

The“coniusion: is: mwcreased by the Tequirement of Section s> tia tie 
Receiver General prepare the Public Accounts’ -in such 1ornreds tie 
Minister [of Finance] may direct’’. By this provision, the Minister of Finance 
ultimately controls the presentation of all information in the Government’s 
financial statements, although he neither maintains nor has exclusive juris- 
diction over the underlying accounts. 

Because decisions on the disclosure of information in the Government’s 
financial statements can significantly affect the accountability relationship 
between Parliament and the administration, one would have expected that 
responsibility for such decisions would be allocated to one part of the 
administration, which would be adequately supported by its own account- 
ants and not dependent on those of another department that did not have 
the final responsibility. Alternatively, the department responsible for 
keeping the underlying accounts might be held responsible for the issue of 
the Public Accounts. 

It would be desirable to combine under one minister the responsibilities 
for both the preparation and the form and content of the Public Accounts. 
It would certainly be helpful to the Auditor General if he had only one 
minister with whom to discuss matters relating to his report on the financial 
statements, instead of two or three as at present. Of course, there may be 
many other considerations of which we are unaware that must be taken 
into account before any such decision can be made. We suggest, however, 
that the feasibility of this arrangement should be examined. 


Recommendation 14 


The Government should consider the possibility of having one 
minister responsible for the preparation and the form and content 
of the Public Accounts. 


Limitation in the Scope of Financial Statements 


One might assume that by reporting on the summary financial statements of 
Canada, the Auditor General expresses his opinion on all government finan- 
cial operations. In fact, this is not the case. Originally, the Consolidated 
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Revenue Fund was comprehensive in its coverage, but today'a number of 
significant government operations take place outside its limits. Some Crown 
corporations and other bodies use separate banking facilities and produce 
their own accounts. Also, several special funds and accounts have been 
established within the Fund, and these too are accounted for separately. 

To ensure that these separate operations are subject to its overall 
control, Parliament requires that their financial statements be tabled in the 
House of Commons. Moreover, the statements for most of them are included 
in the Public Accounts. Thus, persons interested in the Government’s entire 
financial operations must read these separate statements in conjunction with 
the main financial statements of Canada. 

The Auditor General has been appointed the auditor of most of the 
Crown corporations outside the Fund and for all the funds and accounts that 
exist separately within the Fund. His responsibility for attesting to the finan- 
cial statements of these entities, many of which are prepared in accordance 
with commercial accounting practices, is similar to that of external auditors 
in the private sector. Reporting requirements on such audits have been 
established by the accounting profession and have also been provided in 
companies acts and in that part of the Financial Administration Act relating 
to Crown corporations. Accordingly, we do not discuss specifically the 
Auditor General’s examinations and reports related to all the financial state- 
ments of the organizations accounted for outside the Consolidated Revenue 
Fund. In the following chapter, however, we do discuss certain aspects of the 
audit of Crown corporations. 


The Audit of Crown Corporations 


and International Organizations 


In addition to his responsibilities for the audit of the Government’s 
accounts, the Auditor General audits most Crown corporations and partici- 
pates in the audit of a number of international organizations. In both of 
these cases, certain questions have arisen concerning his appropriate role. 
These issues are addressed in the present chapter. 


Crown Corporations 


There is no universally accepted definition of a Crown corporation. The 
Financial Administration Act defines it as ‘‘a corporation that is ultimately 
accountable, through a Minister, to Parliament for the conduct of its 
affairs...”. Schedules B, Cand D of the Act list the Crown corporations that 
are subject to its provisions. Some government-owned corporations are not, 
however, included in these schedules, because particular importance iS 
attached to their autonomy from government administrative control or 
because their ownership is shared, or may be shared, with private investors. 

To the layman who is not familiar with the Financial Administration 
Act, a Crown corporation is any corporation that is owned or controlled by 
the Government. To avoid confusion, this simpler definition is the one we 
shall adopt for purposes of this report. 

Crown corporations have existed in Canada since the middle of the 
nineteenth century, and they have assumed a variety of forms. Some are 
merely extensions of government departments, while others are virtually 
autonomous multi-million-dollar businesses. All of them, however, require an 
annual audit. 

One key question that has been raised from time to time, and particu- 
larly in the past decade, is who should audit Crown corporations. Although 
in most instances this responsibility is assigned to the Auditor General, eight 
Crown corporations and their subsidiaries are, at present, audited by 
accounting firms. Some concern has been expressed about the propriety of 
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involving accounting firms in the financial affairs of government organiza- 
tions, but the recorded views of the Public Accounts Committee and mem- 
bers of the Cabinet indicate little consistency in the positions taken over the 
period. 

In the 1960s, for example, the Standing Committee on Public Accounts 
stated that the Auditor General should audit all Crown corporations. The 
Committee consistently maintained this position in its reports to the House 
of Commons between 1964 and 1969. Then, in 1970, it reversed its stand, 
proposing that there should be no change in existing arrangements — that is, 
the audit of some corporations should continue to be undertaken by 
accounting firms. 

Cabinet ministers have fluctuated between supporting the involvement 
of private firms and expressing indifference to the question. In 1966, the 
Minister of Finance, the Honourable Mitchell Sharp, expressed the view that 
the commercial orientation of some Crown corporations justified their audit 
by accounting firms. He reasoned that 


Such a policy will best ensure that the arm’s length relationship and the 
operational independence and freedom of these corporations conferred on 
them by Parliament are adequately safeguarded, and that the corporations 
have the use of the same kind of commercial accounting advice from their 
auditors that privately owned companies have. | 


In 1970, when the question was reopened during consideration of pro- 
posed new legislation for the Audit Office, the President of the Treasury 
Board, the Honourable Charles M. Drury, said that the Government held “no 
firm views as to whether the Auditor General should audit the... federal 
agencies that at present he does not audit’’.2 The Canadian Institute of 
Chartered Accountants supported Mr. Sharp’s position, while others outside 
the Government opposed the audit of Crown corporations by accounting 
firms. In addressing this question, we concluded that a logical approach 
would be to identify the nature of the audit required by various kinds of 
Crown corporations and to relate this in each case to the respective capabili- 
ties of the Audit Office and accounting firms. 


Nature of Audit Required 

Some Crown corporations operate in much the same way as government 
departments and are under the direct control of a Cabinet minister. Exam- 
ples are the Atomic Energy Control Board, the National Museums of Canada 
and the National Research Council of Canada. Others have commercial 
responsibilities but are not financially self-sufficient; thus, they are depend- 
ent upon parliamentary appropriations to reduce or offset their annual 
deficit. Included in this group are the Canadian Broadcasting Corporation, 
the Farm Credit Corporation and the National Arts Centre Corporation. In 


—_— 


1 Standing Committee on Public Accounts, Minutes of Proceedings and Evidence, 1966-67, p. 1398. 


2 Standing Committee on Public Accounts, Minutes of Proceedings and Evidence, May 12, 1970, p. 
DA Se 
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the case of a corporation of either of these types, in addition to receiving a 
report by the auditor on its financial statements, Parliament might well 
expect to be advised as to whether the expenditures it made had due regard 
to obtaining value for money. 

A number of Crown corporations, however, are commercially oriented 
and compete with firms in the private sector for the sale of goods and 
services. They are not dependent upon parliamentary appropriations to carry 
on their day-to-day operations. They are managed by independent boards of 
directors, and the efficiency of their operation will be reflected in the 
amount of their net income. As with any business in the private sector, the 
directors of commercially oriented Crown corporations will be concerned 
that management improve the organization’s operations. Any shortcomings 
in this regard will quickly become evident as profits decline or are trans- 
formed into losses. Given this visible measure of performance, the ordinary 
commercial approach to their audit should be sufficient to satisfy account- 
ability requirements for these corporations. Such an audit will determine 
whether a corporation’s financial statements have been fairly presented in 
accordance with generally accepted accounting principles that have been 
applied on a consistent basis from year to year. 

Closely akin to those Crown corporations that may be expected: to 
derive a net income from the sale of goods and services are three that are 
engaged in the marketing of products on behalf of growers, fishermen and 
producers: namely, The Canadian Wheat Board, the Canadian Saltfish Corpo- 
ration and the Freshwater Fish Marketing Corporation. In each case, the 
producers are represented on an advisory committee: in the case of the latter 
two, representatives of participating provinces also are included on the board 
of directors. As the directors and advisory committees can be expected to 
keep a watchful eye on the corporations’ operating efficiency, the ordinary 
commercial approach to their audits should be sufficient in these cases also. 

All corporations for which a normal commercial audit may be con- 
sidered appropriate are listed in Table 6-1 on page 64. In addition to the 
twelve companies listed, such an audit would be appropriate for each of their 
subsidiaries (such as Air Canada, a subsidiary of the CNR). Two explanations 
concerning corporations included in the table may be helpful. First, we have 
included the Canadian National Railways in spite of its continuing record of 
losses, which have been reimbursed each year by payments authorized by a 
parliamentary vote. The amount of the loss in the past two years is only 
1.5% of the railway’s operating revenues, and the annual parliamentary 
appropriation to cover it is more in the nature of a prudent financial policy 
than funding that is vital to the survival of the corporation. Second, we have 
included the Freshwater Fish Marketing Corporation, which has had sub- 
stantial losses in each of the past two years. It has obtained from the Federal 
Government and the Northwest Territories, and is requesting from partic- 
ipating provincial governments, contributions to cover most of such losses. 
It is assumed that the corporation will operate so as not to require con- 
tinuing subsidies. If such subsidies were to continue, it should then be 
considered to be not financially self-sufficient and reclassified accordingly. 
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In the case of three Crown corporations not included in Table 6-1, 
there may be some doubt about the type of audit that is required. The Bank 
of Canada, ‘the Royal Canadian Mint and Central Mortgage and Housing 
Corporation (CMHC) may be considered financially autonomous organiza- 
tions with a measure of commercial orientation, at least to the extent that 
each reports a net income at the end of the year. In each case, however, the 
incorporating statute requires that the corporation’s net income flow into 
the Consolidated Revenue Fund. 

The Bank of. Canada is a unique organization with a sizable income 
($373 million in 1973). Its revenues derive largely from income on invest- 
ments made out of interest-free funds acquired as a result of the issue of 
paper currency and the holding of deposits that the chartered banks are 
required to carry with it as a reserve. From this revenue are deducted the 
Bank’s operating expenses (about $30 million in 1973) and the balance 
comprises its net income which is paid into the Consolidated Revenue Fund. 
It follows that the amount of this net income, which affects the budgetary 
surplus or deficit of Canada, will be dependent in part on the expenses the 
Bank has incurred during the year. While there is no reason to believe that 
the Bank is not achieving value for money in its expenditures, the fact that 
the amount of its contributions to the public purse is affected by the level of 
its expenditures leads to the conclusion that the House of Commons should 
have some assurance that its operations are carried on in an efficient manner. 
Hence, the audit of the Bank’s accounts should be similar to that applied to 
Crown corporations that have departmental responsibilities or that rely on 
Parliament for annual financing. 

The Royal Canadian Mint affects the budgetary surplus or deficit in a 
similar manner. It had gross revenues in 1973 of $24 million, expenditures of 
$21 million and a net income of $3 million. 

The income of Central Mortgage and Housing Corporation also is paid 
directly into the Consolidated Revenue Fund, and the same concern for 
control of expenditures applies in this case as for the Bank of Canada and 
the Royal Canadian Mint. There are other factors to be considered as well. 
The Corporation makes substantial payments ($168 million in 1973/74) that 
are financed through parliamentary appropriations. Also, advances to CMHC 
($6.5 billion at March 31, 1974) represent over 17% of the net recorded 
assets of the Government of Canada. 

The Industrial Development Bank, at present a subsidiary of the Bank 
of Canada, is in the process of being taken over by the new Federal Business 
Development Bank. The new bank will be a Crown corporation, not related 
to the Bank of Canada, with substantial lending operations. On the basis of 
these operations alone, the Bank might be classified as commercially ori- 
ented: but it is intended that it should also engage in management consulting 
and training services and generally provide information and advice, especially 
for small business enterprises. As the costs of these consulting and advisory 
programs are to be financed by parliamentary appropriations, the Bank 
qualifies for the expanded type of audit whereby expenditures are subjected 
to the value for money test. 
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To summarize, while there should be an auditor’s report on the finan- 
cial statements of every Crown corporation, this should be supplemented by 
such further information as would be expected were its activities carried on 
as a government department, except in the case of a commercially oriented 
company that is financially self-sufficient or is expected to be so. 


Choice of Auditor 


The nature of the audit required by particular Crown corporations should be 
the primary factor in determining the choice of auditor. In theory, either the 
Auditor General or auditors in the private sector should be capable of carry- 
ing out the necessary audit for any Crown corporation. In practice, however, 
there are sound reasons for selecting the Auditor General as auditor of all 
Crown corporations for which Parliament requires more than the expression 
of an opinion on the financial statements. First, his staff are knowledgeable 
about the rulings of the Treasury Board and other regulations pertinent to 
the operations of government-controlled organizations. Second, in consider- 
ing whether value for money has been received in the expenditure of funds, 
he can apply the same standards of judgement as he does in his audit of 
departmental accounts. Third, the Auditor General’s annual report to the 
House of Commons provides a convenient vehicle for reporting on matters 
that, in his opinion, should be drawn to the attention of the House of 
Commons. 


Recommendation 15 


The Auditor General should audit the financial accounts of all 
Crown corporations whose expenditures directly affect the 
budgetary accounts of Canada. 


The implementation of this recommendation would mean that the 
Auditor General would become responsible for the audit of three Crown 
corporations not at present included in his field of activity: the Cape Breton 
Development Corporation, the Bank of Canada and Central Mortgage and 
Housing Corporation. As the present complement of qualified staff in the 
Audit Office may not be sufficient to carry out all these additional responsi- 
bilities, the transfer of auditing arrangements to the Auditor General should 
be effected gradually, to allow him time to build up the capability he 
requires. 

The new Federal Business Development Bank is not yet operative, and 
no auditor has been appointed at the time of writing this report. On the basis 
of the above recommendation, the Auditor General should in due course be 
appointed as its auditor. The act incorporating the bank, however, was 
prepared on the assumption that the auditor would be an accounting firm. It 
provides for a five-year appointment with a co-auditor being appointed in 
the last year of the term; the latter will then commence his five-year term. 
This reflected a change in government policy to provide for a rotation of 
auditors when the audit is conducted by an accounting firm. In commenting 
on this change in policy during study of a bill which involved the appoint- 
ment of auditors for the CNR, the Minister of Finance, the Honourable 
John Turner, said: 
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In order to obtain some continuity, we have provided in the bill, and will 
provide henceforth, that as the period of rotation ends, be it a four, five or six 
year period, in the last year of the rotation period a new firm of auditors will 
be appointed jointly so that the system will have some continuity and so that 
the working papers can be handed over gradually.3 


With respect to commercially oriented and financially self-sufficient 
Crown corporations, auditing responsibilities are at present divided between 
the Auditor General and accounting firms. The Auditor General audits seven 
of these corporations and their subsidiaries — the smallest ones in the cate- 
gory. Accounting firms are responsible for the audit of the five largest ones 
and their subsidiaries, and it seems reasonable, at this point in time, to 
continue this arrangement. There are persuasive arguments for doing so. 


First, the audit of corporations of this size requires a major team effort, 
involving a relatively large staff of trained accountants at the head office for 
a few weeks or months in the year and additional staff available in branch 
and subsidiary offices throughout Canada and sometimes in foreign coun- 
tries. In addition to the considerable number of staff required at the year- 
end, it is necessary to have available a group of specialists in accounting 
principles and practices and in taxation, not only at the year-end but 
throughout the year, to deal with accounting and other problems as they 
arise. These services are to be found in the major offices of the larger 
national accounting firms; and in the case of their larger clients, usually 
several partners of the firm will be involved. If the head offices of the major 
commercially oriented Crown corporations at present audited by public 
accounting firms were located in Ottawa, the Audit Office might acquire, 
over the years, the skills necessary to make an effective audit of these 
companies, although it might not be efficient to do so because of the 
tremendous peak load that would be imposed on the Office so long as 
most such companies have a December 31st year-end. In fact, however, the 
head offices of these corporations are in Montreal, Toronto, Winnipeg and 
Vancouver. In those cities, the Auditor General maintains a staff of between 
seven and twenty-four persons. Each office is headed by a regional audit 
manager, who could not be expected to have the experience and technical 
knowledge of a group of partners in a major accounting firm. 

Second, the Audit Office is already under very considerable pressure to 
meet deadlines for the audit of Crown corporations. As noted, for many of 
them, the year-end falls on December 31, and all statements must be sub- 
mitted to the responsible minister within three months of this date. To add 
further to this pressure by transferring other audits to the Auditor General 
(in addition to those we have already recommended should be audited by 
him) does not seem reasonable or fair at this time, particularly in view of the 
fact that satisfactory arrangements already exist outside the Audit Office. 

The suggestion that the five large commercially oriented Crown corpo- 
rations should continue to be audited by accounting firms at this time does 


3 Standing Committee on Transport and Communications, Minutes of Proceedings and Evidence, 
November 8, 1973, p. 18:16. 
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not imply that this would necessarily be the case over the long term. The 
staff and expertise of the Audit Office may develop in one or more cities 
where the head offices of these corporations are located, and it would then 
be appropriate to consider whether the Auditor General might be in a posi- 
tion to become the auditor of one or more of them. But before any major 
audit is transferred to the Auditor General, he should be consulted as to. 
whether he has or can readily acquire the skills and staff necessary to provide 
an effective audit. Moreover, he should give his assurance that the assump- 
tion of such additional duties will not impair his ability to carry out his 
present auditing and reporting responsibilities. 


Recommendation 16 


The audit of commercially oriented and financially self-sufficient 
Crown corporations should be conducted either by the Auditor 
General or by accounting firms, as deemed appropriate in each 
COSe: 


In the case of subsidiaries of Crown corporations, the nature of the 
audit should be the same as for the parent company. It will usually also be 
appropriate that such audits be conducted by the auditor of the parent 
company — that is, either the Auditor General or an accounting firm, as the 
case may be. 


Special Considerations for Commercially Oriented Crown Corporations 


Aside from the question of selecting an auditor, there are other matters 
pertaining to the audit of commercially oriented Crown corporations that 
must be considered. These. include access by the Auditor General to tie 
corporations’ financial records, the use of audit committees by these corpo- 
rations, the method of appointing auditors and the billing of costs of audit 
services by the Auditor General. 


Access 


To fulfil his responsibilities for reporting on the financial statements of 
Canada, the Auditor General needs to have sufficient information to assess 
the carrying value of investments in and advances to government corpora- 
tions that are reported in the statement of assets and liabilities of Canada. 
For corporations audited by the Auditor General, this should present no 
problem. In other cases, however, it would be appropriate for him to have 
access to the corporation’s records and, where necessary, to the auditor’s 
working papers, in order to satisfy himself as to the carrying values. In this 
regard, his relationship to other auditors would be akin to that of parent 
company and subsidiary company auditors in the private sector, where such 
access can usually be arranged at the parent auditor’s request. 


Recommendation 17 


The Auditor General should have the right of access to the finan- 
cial records and documents of all Crown corporations of which he 
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is not the auditor, as he deems necessary to the fulfilment of his 
responsibilities as auditor of the accounts of Canada. 


Audit Committees 


Recent experience has pointed to the need for greater understanding by 
directors of the financial statements of a company and the work of its 
auditors. One solution to this problem that has gained wide acceptance is the 
formation of an audit committee of the board of directors. In some cases, an 
audit committee is: required by law; and whether required or not, it makes 
sound business sense. If properly constituted, it brings the non-officer direc- 
tors into close contact with the auditors and financial managers of the 
company and increases their understanding of its affairs. Such an under- 
standing in turn allows them to carry out their responsibilities more effec- 
tively. At the same time, the auditor has the right to meet with the 
committee and thereby has the opportunity to make the directors aware of 
any differences that may exist between him and the management. In our 
view, each commercially oriented Crown corporation should have an audit 
committee. The majority of its members should be outside directors 
(directors who are not part of management), and the committee’s terms of 
reference should include among other things: 


— review and discussion of financial information with the auditors 
prior to its approval and publication by the board; 


— review with the auditors of the scope of their examination, the 
results of their audit and any recommendations made to manage- 
Ment: 


— review of internal control and reporting procedures with the exter- 
nal and internal auditors and with members of management; 


— meeting with the auditors at their request to discuss any matters 
they think should be brought before the committee; and 


- presentation of recommendations to the board of directors 
regarding the appointment of auditors. 


Recommendation 18 

The board of directors of every commercially oriented and finan- 
cially self-sufficient Crown corporation should appoint an audit 
committee. 


Method of Appointing Auditors 

The auditors of the Canadian National Railways are appointed by Parlia- 
ment. This decision also determines who shall be the auditors of its subsid- 
iary, Air Canada. In all other cases, appointment is made by the Governor in 
Council or by the incorporating statutes. This is consistent with the fact that 
the Crown is the sole or major shareholder of such corporations. Before 
making any such appointment for the commercially oriented Crown corpora- 
tions, and in particular before changing auditors, the responsible minister 
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should request from the board of directors its recommendation in this 
respect. The board in turn should receive a recommendation from its audit 
committee as to the firm or firms that it would consider to have the neces- 
sary expertise to undertake the work or whether it would recommend the 
appointment of the Auditor General. This procedure should avoid any 
implication of political patronage in the appointment of accounting firms. 


Recommendation 19 


In appointing auditors to a commercially oriented and financially 
self-sufficient Crown corporation, account should be taken of the 
recommendation of its board of directors and audit committee. 


Cost Allocation 

The funding of the operations of the Audit Office is provided for in the 
estimates of the Department of Finance. Approximately $100,000 is 
received annually from international organizations as reimbursement for the 
salaries and expenses of audit staff involved in their audit and is credited to 
the Consolidated Revenue Fund. There would appear to be little advantage 
and many complications if the cost of the audit of the central accounts, 
departments, agencies and departmental Crown corporations were billed to 
the department or corporation concerned. 

In the case of commercially oriented Crown corporations audited by 
the Auditor General, however, it would be logical for the Audit Office to 
charge appropriate professional fees for its services, as would be done by an 
accounting firm. The fee should be based on the cost per hour of staff 
employed for the time expended and out-of-pocket travelling expenses. In 
determining the cost per hour, allowance should be made for salary and 
other benefits plus a share of the office overhead, including an allowance for 
rent and any other services that are provided by other departments. 


Recommendation 20 


The Auditor General should charge professional fees for audit 
services, as would be done by accounting firms, to the commer- 
cially oriented and financially self-sufficient Crown corporations 
of which he is the auditor. 


International Organizations 


The involvement of the Audit Office in the audit of international organiZa- 
tions has two main components: audits of the United Nations proper and 
audits of specialized agencies of the United Nations. Table 6-2 on page 65 
contains a list of these audits conducted by the Auditor General from 1969 
to 19°74: 

The audit of the United Nations is carried out by the Board of Audi- 
tors, which is composed of the government auditors of three member 
countries who have joint and several responsibility for the audit. Each 
member is elected to the Board for a three-year term by a vote of the 
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General Assembly, and he undertakes to provide the necessary staff, on a 
cost-recovery basis, to perform his share of the audit responsibility. The 
Board’s report on the financial affairs of the United Nations is made directly 
to the General Assembly of the United Nations and is referred to the Fifth 
Committee (Finance and Administration) of the General Assembly for consid- 
eration. Election to the Board by the General Assembly occurs after each 
interested country has submitted the name of its government auditor as a 
candidate. The Auditor General of Canada was first appointed a member of 
the Board in 1946 and served three consecutive terms to 1955. He was 
subsequently re-elected in 1968, 1971 and 1974. His present term will expire 
New te METS 

The specialized agencies of the United Nations, which are completely 
autonomous and whose membership is not necessarily the same as that of 
the United Nations, were originally created to administer areas of common 
interest to the member countries. Each agency appoints an external auditor, 
who is usually the government auditor of one of the member countries. 

The auditors of the specialized agencies and the members of the Board 
of Auditors collectively form the Panel of External Auditors. This Panel is a 
consultative body to the United Nations and its specialized agencies. It 
meets at least annually to discuss common auditing and accounting prob- 
lems, but does not have any collective responsibility for the audits of the 
specialized agencies. The Auditor General of Canada has been a member of 
the Panel since its inception, because he was at various times a member of 
the Board of Auditors and because he has been the auditor of one of the 
agencies since its creation (the International Civil Aviation Organization, 
whose head office is in Montreal). 

The responsibilities associated with the audit of the United Nations 
itself are the heaviest in terms of allocating the resources of the Audit Office. 
Excluding the Auditor General’s time, for which he is not reimbursed, and 
the time of other Audit Office executives, since 1970 approximately seven 
man-years have been devoted annually to the audit of international organizZa- 
tions. 

The involvement of the Audit Office in international audits affords the 
Auditor General the opportunity to observe at first hand the accounting and 
auditing practices of other public authorities. Moreover, the participation of 
Canada’s Auditor General in the audit of the United Nations and its 
specialized agencies represents an important contribution to the country’s 
international responsibilities. There is, however, some question as to the 
advisability of involving the Auditor General himself too heavily in these 
international auditing activities. He has equally difficult problems and tasks 
to face within his own national context, and his first responsibility must be 
to the office to which his country has appointed him. 

On balance, we think Canada should continue to participate, through 
the Auditor General’s Office, in international audits; but before the Auditor 
General is nominated for any such assignment, he should be consulted to 
ensure that, if the nomination were acted on, it would not impede or prevent 
the performance of the duties of his Office. 
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There does not appear to be any specific statutory authority governing 
such nominations and, in practice, appointments have sometimes been taken 
at the request of a Cabinet minister. It should be made clear in the new 
legislation that the Auditor General may be nominated (or appointed, if 
authority has been delegated by the agency to Canada) only by the Governor 
in Council. 


Recommendation 21 


The Governor in Council should nominate or approye the appoint- 
ment of the Auditor General to the Board of Auditors of the 
United Nations and to the audit of international organizations. 
Such an appointment should be made only after consulting with 
him as to whether it would be compatible with the performance 
of his national responsibilities. 


Table 6-1 


Commercially Oriented and Financially 
Self-Sufficient Crown Corporations 


Name of Corporation Present Auditor 
Canada Development Corporation* Firm 
Canadian National Railways* Firm 
Canadian Overseas Telecommunication Corporation AG. 
Canadian Patents and Development Limited A.G. 
Canadian Saltfish Corporation A.G. 
Eldorado Nuclear Limited* AUG, 
Export Development Corporation A.G. 
Freshwater Fish Marketing Corporation A.G. 
Northern Canada Power Commission A.G. 
Telesat Canada Firm 
The Canadian Wheat Board Firm 
The de Havilland Aircraft of Canada, Limited Firm 


* Subsidiary and controlled companies of these corporations (such as Air Canada, which 
is a subsidiary of the CNR) have not been included. 
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Table 6-2 


Audits of the United Nations 
and Its Specialized Agencies 
by the Auditor General of Canada 
1969-1974 


United Nations 
International Court of Justice at The Hague 


United Nations Office at Geneva, Switzerland 


U.N. 
WEN: 
LEN: 


ULN. 


UEN: 
ULN. 
USN 
ULN. 
UN. 
UN: 
LEN; 
UN. 
UN: 


Specialized 


Conference on Trade and Development 
Congo Administrative Costs 
Development Programme 


Development Programme, Funds-in-trust Programme for the Democratic 
Republic of the Congo 


Force in Cyprus 

Fund for Population Activities 

High Commissioner for Refugees 

Industrial Development Organization 

Joint Staff Pension Fund 

Middle East Mission 

Office of Technical Co-operation 

Operations in the Congo — Ad Hoc Account 

Trust Funds, Special Missions and Special Expenses 


Agencies 


International Civil Aviation Organization 


International Lead and Zinc Study Group 
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Relationships, Resources 
and Independence 
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Relationships 


The effectiveness of the Audit Office in discharging its responsibilities hinges 
on many factors. Some, such as the need for balanced and sound judgement, 
have already been described, and others such as staffing and independence, 
will be discussed in subsequent chapters. This chapter discusses the need to 
maintain sound relationships with the public service, with the Standing 
Committee on Public Accounts and with professional bodies outside the 
Federal Government. 

The maintenance of appropriate relationships inside and outside the 
Government will be much assisted to the extent that the Audit Office is 
regarded by others, and itself performs, as a highly professional institution. 
Professionalism encompasses many attributes. Above all, it implies an 
independence of spirit and position, an absence of the need to be beholden 
to any other individual or institution. It connotes a capacity to consider 
other points of view and to assess their merits; it suggests a sense of 
detachment and a firm adherence to high standards of both individual 
conduct and work content. Adherence to these standards assures those who 
deal with a professional of consistency in his behaviour and relationships. His 
clients can also be confident that he is fully conversant with the principles 
and other knowledge that represent his particular discipline, be it law, 
medicine, engineering or accounting. Thus, it has been suggested that “the 
vital elements of professionalism include competence, objectivity, integrity 
and devotion to the welfare of those served,” while other criteria of profes- 
sional status relate to ‘“...the existence of standards and an underlying 
body of knowledge, the extent of education required, and the fact that the 
services are of more than ordinary value and complexity”’.! Professionalism, 
thus understood, is an essential attribute for effective auditing, and it must 
be a pervasive feature of all Audit Office relationships. 


1 American Institute of Certified Public Accountants, Report of the Committee on Scope and 
Structure, Discussion Draft, 1974, p. 5. 
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The Public Service 


Departments and Agencies 


The real influence of the Auditor General derives from his power to expose 
problems he unearths, thereby creating a strong incentive for the administra- 
tion to correct the situation. His critical focus is not likely to endear him to 
the officials who are subject to his scrutiny, and in many cases it may be 
those same officials who will have to correct the situations referred to in his 
report. Thus, his relations with the public service will inevitably be complex 
and delicate, and his success in effecting change will often depend upon how 
well he and his staff have been able to develop and maintain their working 
contacts while the audit is being performed and his report is being compiled. 
If, in developing criticisms of departments, the Audit Office staff are able to 
create an atmosphere of frank interchange whereby problems are recognized 
as such by all concerned, rectification is likely to come about relatively 
quickly and painlessly. 

The nature of the relationships that the Auditor General should enjoy 
with the public service has been aptly described by the Canadian Institute of 
Chartered Accountants as “‘cordial but not cosy”’.2 He must be cognizant of, 
and in some measure sympathetic to, the complex problems and constraints 
with which officials must wrestle in their daily work. At the same time, 
he must preserve his capacity to report objectively when the situation 
requires it. 

It has been suggested that, in order to maintain his objectivity, the 
Auditor General should hold himself aloof from close contact with depart- 
ments and adopt an ivory tower attitude toward his relations with the 
administration. Such a policy would, however, be inconsistent with modern 
concepts of auditing, which emphasize joint resolution of problems. Indeed, 
as early as 1954, the Auditor General observed: 


The day is long gone when ... Audit Offices held departments at arm’s 
length — a common interest now exists to make certain, and with a minimum 
of duplicating effort, that all financial transactions are efficiently controlled.3 


Treasury Board Secretariat 


Questions have sometimes arisen concerning the degree to which the Trea- 
sury Board Secretariat should be involved in the development of comments 
for the Auditor General’s report. As the staff agency of the Treasury Board, 
the Secretariat has a broad responsibility for ensuring that departmental 
programs are soundly managed and financial procedures properly main- 
tained. The Secretariat and the Auditor General are thus natural allies in the 
effort to eliminate waste and maladministration. Ideally, their relationship 
would reflect: this. 


2 Brief of the Canadian Institute of Chartered Accountants presented to this Committee in 1974. 


3 Audit Office Guide (Ottawa: Queen’s Printer, 1954), p. 6. 
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Where breakdowns occur in existing systems in a department or agency, 
where there’is a failure to implement proper accounting systems and con- 
trols, or where wasteful expenditures are made, it is important that correc- 
tive action be undertaken immediately. On finding an unsatisfactory condi- 
tion, the Auditor General’s first responsibility is to notify those immediately 
responsible; if appropriate and timely action cannot be taken at that level, he 
should report the matter to the deputy minister of the department or the 
head of the agency concerned. He should also, however, have authority to 
report the situation to the Treasury Board Secretariat, which has the major 
coordinating responsibility for financial administration. In any case, it 
should be up to him to determine whom he will apprise of his findings and 
how he will do so. 

Though the Auditor General and the Secretariat may not always agree, 
it is apparent that through generally harmonious relations he can have far 
more influence for change upon the government system than he can if he 
attempts to exert pressure exclusively through his reports to the House of 
Commons and through his appearances before the Standing Committee on 
Public Accounts. Conversely, the Secretariat itself, faced with a recalcitrant 
department unwilling to subject itself to the rigorous discipline of manage- 
ment and budgeting techniques, may welcome an initiative by the Auditor 
General in surfacing for public debate an issue with which the internal work- 
ings of the administration have been unable to cope. 

In view of its mandate, the Treasury Board Secretariat will undoubtedly 
wish to be kept abreast of problems arising in individual departments. This 
will enable it to alert its own staff to detect parallel difficulties in other 
departments. Also, it will be in a better position, where necessary, to advise 
the department or the Audit Office of the implications of proposed changes 
for the government service generally. 


Recommendation 22 

The Auditor General should not be restrained in his authority to 
advise appropriate officials of the public service of matters dis- 
covered in his examinations; he should in particular have the right 
to draw problems to the attention of the Treasury Board Secre- 
tariat at his own discretion. 


This recommendation does not imply that the Secretariat or the depart- 
ments should be entitled to know in advance precisely which comments the 
Auditor General will ultimately include in his annual report. The decision on 
publication should rest solely with him. 


The Standing Committee on Public Accounts 


The Auditor General’s report is directed to the House of Commons; once 
tabled by the Minister of Finance, it is by tradition referred to the Standing 
Committee on Public Accounts. There is no provision for automatic referral, 
although for the past three years it has been referred the same day it was 
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tabled. Detailed consideration of the report by the Committee ensues, and 
witnesses are called. Typically, the Auditor General or members of his staff 
are in attendance at Committee meetings. At various stages in its delibera- 
tions, the Committee formulates its own recommendations, which are then 
presented in formal reports to the House of Commons. These reports are 
received by the House but are not ordinarily approved or debated. 

Early in 1974, the Secretary of the Treasury Board took unprecedented 
action by submitting to the Committee a detailed response to matters raised 
in the Auditor General’s 1973 report. This important innovation should 
become a tradition, for it can help the Committee in its deliberations by 
providing a clear record of the action that the administration has taken or 
intends to take on the matters raised. 


Recommendation 23 


The Secretary of the Treasury Board should continue to provide 
the Standing Committee on Public Accounts with a formal res- 
ponse to matters raised in the annual report of the Auditor 
General. 


The impact of the Auditor General’s reports can depend to a great 
extent on how they are treated by the Standing Committee on Public 
Accounts. In particular, the procedures for handling them should be efficient 
and should contribute to their effective consideration. At present, there are 
several anomalies in the procedures followed. 

The Committee must first be struck. According to the Standing Orders 
of the House of Commons, this must occur within ten days of the opening of 
each new Parliament or session of Parliament. Once struck, however, the 
Committee cannot meet until it is formally organized, and ordinarily this 
cannot take place until the Government House Leader directs the Clerk of 
the Committee to call the first meeting. Because of conflicting demands on 
the members’ time, or possibly for other reasons, this has sometimes 
involved a delay of several months between the time the Auditor General’s 
report is referred by the House and when it can first be considered by the 
Committee. 

Thus, there exist several possibilities for delay between the time a 
report leaves the hands of the Auditor General and the commencement of its 
study by the Committee. While the tabling of the Auditor General’s report is 
controlled by legislation and the striking of the Committee is controlled by 
House rules, there are no rules or legislation governing the reference of the 
report to the Committee. If it has not been previously organized, no action 
can be taken, even after referral, until the Government House Leader decides 
to call the Committee together for its initial meeting. To illustrate the pro- 
blem, the report for the year ended March 31, 1973, was tabled in the House 
of Commons on December 18, 1973, and immediately referred to the 
Standing Committee on Public Accounts, but the Committee was not able to 
meet until April 23, 1974. Such a delay clearly diminished the relevance and 
usefulness of the report, for the events to which it referred had occurred 
more than a year before. Consideration should be given to amending the 
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Standing Orders of the House of Commons to provide for the automatic 
referral of the report of the Auditor General to the Standing Committee on 
Public Accounts and, even more important, to ensure that, if the Standing 
Committee on Public Accounts has not been organized at that time, the 
necessary steps to do so are taken without delay. 


Recommendation 24 


Consideration should be given to changing the Standing Orders of 
the House of Commons to provide that the annual report of the 
Auditor General tabled in the House shall be automatically 
referred to the Standing Committee on Public Accounts and that, 
if this Committee has not already been organized, it must be so 
within a reasonable period, say thirty days, after such referral. 


Study of the Auditor General’s Report 


Various procedures have been adopted in other countries for dealing with 
the findings of their government auditors. In Germany, individual members 
of the equivalent of our Standing Committee on Public Accounts are 
allocated responsibility for specific departments, and each makes a point of 
investigating his or her assigned agency in depth, often with the assistance of 
staff of the Court of Audit. In the United States, the General Accounting 
Office reports continuously through the year on specific areas of investiga- 
tion, and many of these reports are dealt with in various committees of 
Congress. Because of intrinsic differences in tradition and constitutional 
structure, the practices of other countries cannot be imported and trans- 
planted intact. Nevertheless, consideration of alternative procedures may 
suggest ways in which Canada’s system might be improved. 

Of all the countries studied, Britain appears to provide the closest 
parallel to Canadian practice in its consideration of the report of the Comp- 
troller and Auditor General. As does its Canadian counterpart, the Com- 
mittee of Public Accounts of the British House of Commons reviews the 
report, carries out hearings of departmental officials and, in due course, 
reports to the House on its findings and recommendations. There are, how- 
ever, some very fundamental differences between the two committees that 
reflect different traditions and practices. Accounting for some of the differ- 
ences are the content and tone of the reports of the Comptroller and 
Auditor General, which are written almost as agendas of matiersiionAhe 
Committee’s review and therefore involve a careful preselection from cases 
that have come to his attention. He may, for example, report a compara- 
tively minor case that seems to raise an important point of principle and not 
report a more serious lapse about which nothing constructive can be done. In 
his presentation of cases, the Comptroller and Auditor General confines 
himself to setting out the facts for appraisal by the Committee of Public 
Accounts without attempting to make judgements on the merits of the 
several cases, though in practice the mere recital of the facts has fairly plain 


indications. 
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The role of the Committee of Public Accounts is thus almost quasi- 
judicial in nature, and its composition and rules of procedure reflect this. It 
comprises only fifteen members, out of a House of 635 members, and its 
chairman is a member of the Opposition who normally has held ministerial 
office. Other members are chosen as far as possible from those with a par- 
ticular interest in problems of public expenditure and control, and the 
record of attendance and the continuity of membership through succeeding 
Parliaments reflect the importance attached to the work of the Committee. 
Meetings are held in camera, but a transcript of evidence is printed at the end 
of its deliberations, except for occasional deletions of discussions whose 
publication would not, in the Committee’s view, be in the public interest. 

The Committee’s major field of interest is the elimination of waste and 
extravagance, the encouragement of sound practices in estimating, contract- 
ing and financial administration generally and the need to obtain full value 
for money. The Committee adheres rigidly to its non-partisan tradition and 
restricts itself to reviewing administrative issues. This is more readily 
achieved because of the relative seniority of its membership and the fact that 
there have been several changes in Government during the postwar years, 
with the result that most members have had the opportunity to become well 
informed on the administrative operations of government. Starting with the 
case material contained in the report of the Comptroller and Auditor 
General, the Committee hears witnesses; normally, the principal witness 
is the permanent secretary (deputy minister) of the department whose 
accounts are under examination. Also in attendance at meetings are the 
Comptroller and Auditor General, and the Treasury Officer of Accounts. 
While the former provides considerable help to the Committee in scheduling 
its work and in suggesting lines of questioning before the formal meetings, 
during the hearings themselves both he and the Treasury Officer of Accounts 
act only as witnesses, available to be called upon if needed. Both officers sit 
at the far end of the table from the Committee Chairman, and neither 
participates in the questioning of departmental witnesses. 


While many of the differences in practice between the British Commit- 
tee of Public Accounts and Canada’s Standing Committee on Public 
Accounts reflect different traditions and different approaches, there are two 
adaptations that the Standing Committee might reasonably consider. First, 
a representative from the Treasury Board might be included as a perma- 
nent witness at the Committee’s meetings. He would be able to provide 
useful information from time to time or, if it were not immediately avail- 
able, could rapidly arrange to obtain it. Second, the Auditor General (or his 
representatives) should be seated away from the Chairman. This arrangement 
would avoid any suggestion to witnesses appearing before the Committee 
that it was acting on behalf of the Auditor General and not as an inde- 
pendent, fact-finding group. 


In reporting to the House of Commons, there are other differences 
between British and Canadian practices. The report of the British Committee 
receives wide coverage in the press, far broader than that received by the 
reports of the Comptroller and Auditor General published several months 
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before. At the next session of Parliament, about four months after the 
Committee’s report is tabled, a formal reply on behalf of the administration, 
prepared by the Treasury, is presented to Parliament as a Treasury Minute. A 
half-day “take note’ debate in the House of Commons ensues about a 
month later, thus completing the accountability and audit cycle. 

To some extent, the response in 1974 by the Canadian Treasury Board 
to matters raised in the report of the Auditor General corresponds with this 
procedure and we have recommended that the practice be continued. While 
the response will come at an earlier stage of the deliberations, it will prob- 
ably be more useful to the Standing Committee on Public Accounts in 
deciding what it wants to investigate, particularly since there are many 
more items included in the report of the Auditor General than it can pos- 
sibly investigate within the time available to it. There is no comparison with 
the ‘“‘take note’ debate in the Canadian House, but there is presumably 
opportunity on several days throughout the session for members to discuss 
the findings of the Committee, should they wish to do so. 


Accountability for Administration 


As the Standing Committee on Public Accounts begins consideration of the 
Auditor General’s report, it is sometimes open to question whether in seek- 
ing to resolve a problem it should turn to ministers or to officials, to the 
Treasury Board or to departments. When government expenditures and the 
range of governmental concerns were smaller than they are today, it was 
presumably possible for a minister to be in relatively close touch with the 
operations of his department. Today, a Cabinet minister is subject to many 
and various demands. He must be a spokesman for Cabinet, a constituency 
representative, an active Member of Parliament, a formulator of depart- 
mental policy, a participant in Cabinet (and Cabinet committee meetings) 
and a voice for regional or other special interests at the national level. Often, 
he must be absent from Ottawa in order to meet some of these responsibil- 
ities. 

If the minister effectively carries out all these tasks, there is little time 
available for detailed supervision of his department; but Canada’s system of 
government requires that a minister be responsible for all aspects of depart- 
mental activities and be prepared to deal with them in the House. Thus, he 
sometimes finds himself required to answer for trivial problems of adminis- 
tration of which it is quite unreasonable to expect him to be aware and for 
which he cannot realistically be held responsible. 

At the same time, the accountability of the public service for adminis- 
trative efficiency is unclear. If the principal responsibility for sound adminis- 
tration rests with the deputy minister, and the responsible minister cannot 
reasonably be expected to supervise him adequately in this regard, how can 
Parliament (and the public) have any assurance that due regard is being paid 
to efficiency and good management? 

In Britain, an attempt has been made to overcome this difficulty by 
designating specific senior officials in departments as accounting officers. In 
brief, the substance of the accounting officer concept is as follows. The 


76 Relationships, Resources and Independence 


Treasury appoints an accounting officer for every vote, who is held respon- 
sible to Parliament and answerable to the Committee of Public Accounts for 
the formal regularity and propriety of all the expenditures out of his 
assigned vote, and for the efficient and economical administration of the 
organization that he leads. The accounting officer is normally the permanent 
secretary (deputy minister) of a department and, as such, he is also respon- 
sible to the department’s minister. 

The accounting officer concept helps to establish a distinction between 
accountability for overall policy (for which the minister retains responsi- 
bility to Parliament) and accountability for sound administration (for which 
the accounting officer, to some extent through the Treasury, is responsible 
to the Committee of Public Accounts). The concept is part of a recognized 
framework of administrative accountability within which the Comptroller 
and Auditor General also operates. The existence of this framework helps to 
keep him free of involvement in policy matters. 

The British Committee of Public Accounts regularly calls accounting 
officers to explain problems of management that have been identified in the 
reports of the Comptroller and Auditor General. If the Committee publishes 
a report suggesting that an impropriety has been committed or mismanage- 
ment has occurred, it expects the accounting officer and departmental 
officials to correct the problem, and in its hearings in the following year it 
will expect to be satisfied that proper action has been taken. If, however, 
these officials do not succeed in achieving a solution, pressure inevitably will 
be brought to bear on the minister of the department, and he in turn can 
lean on the accounting officer. The great virtue of this concept is that it 
helps to relieve ministers of the expectation, which is unreasonable and 
usually impractical, that they should be exercising continuing administrative 
control over departments. At the same time, it leaves them in a position to 
take action to resolve a problem once identified. 

An important aspect of the accounting officer concept is that it 
recognizes the impracticability of separating responsibility for finance from 
responsibility for administration. As the Treasury states in a note on the 
responsibilities of accounting officers, | 


... the Accounting Officer’s responsibilities in their widest sense spring from 
the basic conception underlying British Government financial procedure and 
organization, namely that due regard can never be paid to financial consider- 
ations if finance and administration are divorced so that finance is kept 
separate from other factors which enter into policy decisions.4 


Although the accounting officer concept as it is implemented in Britain 
may not be the perfect solution to the problem of establishing clear account- 
ability for administrative matters in the Canadian public service, it may be 
capable of modification or development to this end. Alternatively some 
other method of achieving this may evolve. Either development, leading to a 
more precise definition in government relationships of the distinction 


4 Treasury, Great Britain, The Responsibilities of an Accounting Officer (a note appended to letters of 
appointment sent by the Treasury to each accounting officer), February 17, 1964. 
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between matters of policy and those of management, would assist in correct- 
ing situations referred to in the Auditor General’s report, since it would help 
to indicate where responsibility for taking corrective action resides, depend- 
ing on the nature of the issue and where the basis of the problem exists. We 
suggest that consideration should be given to the means whereby the locus of 
accountability for sound administration and financial management can be 
clearly identified in the Canadian Government. 


Recommendation 25 


The Government should give consideration to the appointment, 
for each appropriation, of an accounting officer who would be 
accountable for the proper accounting and administration of 
expenditures made thereunder. 


Staffing of the Committee 


Although the Auditor General reports to the House of Commons rather than 
to the Standing Committee on Public Accounts, there exists to some degree 
a natural alliance between him and the Committee. A cooperative relation- 
ship benefits both of them, provided the Auditor General is able at the same 
time to maintain his independence in reporting to the House. One of the 
factors at present limiting the Committee’s effectiveness is the absence of 
staff to brief it and to assist it in drafting its reports. Currently, the Commit- 
tee is served only by a Clerk and by part-time assistance from the Research 
Branch of the Library of Parliament, as well as by the usual translation and 
transcription services. 

One solution to this problem would be for the Auditor General to lend 
staff to the Committee while it is in session. This practice seems to work well 
where it is applied in the United States. Individual staff members would be 
explicitly detached from the Audit Office during their term of secondment, 
and they would receive their direction from the Committee Chairman. This 
approach, while protecting the Auditor General’s independence, would pro- 
vide the Committee with much-needed assistance in an area of government 
activity that is becoming increasingly complex. At the same time, it should 
serve as useful training for some staff members and make future Auditor 
General’s reports more useful to the Committee. 


Recommendation 26 

The Auditor General should, if the Standing Committee on Public 
Accounts requests him to do so, lend staff to the Committee to 
assist it in reviewing his report and in dealing with such other 
matters as may be referred to it. 


The Auditor General himself has in the past assisted the Standing 
Committee on Public Accounts with the planning of its review of his annual 
report. His advice on the establishment of priorities for the approach to this 
review and his assistance in briefing the Committee during its proceedings 
can be very valuable. Nevertheless, contributions of this nature should con- 
tinue to be made entirely at his discretion. 
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Relationships Outside the Federal Government 


While the principal focus of the Auditor General will inevitably be the 
federal milieu, it will be useful for him to continue to maintain relationships 
outside this environment. He has a particular interest in retaining and devel- 
oping his associations in two areas: with other legislative auditors in Canada 
and abroad, and with professional accounting institutes and organizations. 


Other Legislative Auditors 


While there are many parallels between the work of government auditors and 
the work of business auditors, there are also some important differences. 
This suggests the existence of a special community of interests among 
government auditors, and indeed this has been recognized internationally by 
the creation of the International Organization of Supreme Audit Institu- 
tions. Canada is an active member of this organization, and Mr. Maxwell 
Henderson was its President during the years 1971 to 1974. This organiza- 
tion can play an important role in mutual education and the development of 
internationally agreed auditing standards, and we see every reason for 
Canada to continue to be an active participant in its proceedings. This 
applies also to other international events, such as the periodic conferences of 
the Commonwealth auditors general. 


Recommendation 27 


The Auditor General should continue to play an active role in the 
International Organization of Supreme Audit Institutions and 
other bodies of a similar nature. 


Domestically, there exist many common interests among the various 
provincial government auditors and the Auditor General. There is obvious 
value in their meeting from time to time to discuss such matters as the 
development of government accounting principles and practices, the scope of 
audit responsibilities, the coordination of staff development programs and 
other areas of common interest. Legislative auditors in Canada have recog- 
nized this, and in each of the past two years they have held meetings to 
discuss mutual problems. From a federal viewpoint, it is particularly impor- 
tant that provincial auditors be effective and share common standards 
because of the many cost-sharing arrangements through which federal funds 
are channelled into provincial programs. 


Recommendation 28 


The Auditor General should continue to participate in conferences 
of Canadian legislative auditors, and should take an active interest 
in the development of nationally accepted governmental auditing 
principles and standards. 
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Professional Associations 


Professional. associations play a key role in maintaining the vitality of the 
standards and the currency of the body of knowledge relating to professional 
disciplines. Both the present and the former Auditor General have had pre- 
vious experience in public accounting and are members of professional 
institutes. While a modern government auditor’s office may not rely exclu- 
sively upon the accounting profession for its professional resources, the core 
of the Auditor General’s Office will continue to be composed of a strong 
body of professional talent from this field. The Audit Office will benefit 
from the maintenance of close and cooperative relationships with profes- 
sional accounting institutes and organizations in all areas relevant to its 
work; and it will be strengthened if it can rely and draw upon the support of 
such organizations when assistance is needed. 


Recommendation 29 


The Auditor General should maintain close relationships with the 
principal accounting bodies in Canada. 


hy 
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In the previous four chapters, we have discussed the responsibilities and 
relationships of the Auditor General mainly in terms of the person appointed 
to the Office. In doing so, we have followed the present legislation and 
Canadian tradition, which look to the person who is ultimately responsible 
for carrying out the prescribed functions. Yet it is obvious that the Auditor 
General must employ staff who are actively engaged in assessing the transac- 
tions and accounts of the various departments and agencies of the adminis- 
tration and of the Crown corporations that he audits. Without such field 
work, the Auditor General himself would know little about what is happen- 
ing throughout the administration. 

For many years, the duties performed by the Audit Office staff were 
largely clerical, involving only limited exercise of judgement. They were 
involved mostly in examining books of account and the underlying docu- 
ments to ensure that regularity had been observed. Today, while some 
clerical work is still required in checking the accounts, there is a need for the 
exercise of considerable judgement in the work of the staff and, hence, for 
highly developed professional skills, particularly at supervisory levels. This is 
attributable not only to the increased complexity of modern government 
and to the accounting and control systems that have developed, but also to 
the changing reporting responsibilities that the Auditor General has been 
assuming over the past two decades. As these expand further, it is imperative 
that an increasing proportion of the staff know what to look for and how to 
evaluate the evidence they discover. Without the training needed to do this, 
their efforts may be misdirected and the really important matters that they 


hould uncover may be overlooked. 


At the same time that additional responsibilities are being assumed by 
the Auditor General, the nature of auditing itself is changing. The vast 
growth in numbers of transactions calls for new audit techniques that ensure 
adequate coverage without excessive detailed checking. In many cases, this 
can best be achieved by the appropriate application of statistical sampling 
techniques. The increasing reliance on systems of control requires of an 
auditor a background of knowledge adequate to assess the design and proper 
functioning of such systems; and the transfer of records from books of 
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account to computers requires of him an understanding of the latter suffi- 
cient to ensure that the reports they produce do indeed record and analyze 
properly the basic information fed into the machines. All of these changing 
audit needs require staff who are not only highly knowledgeable technically, 
but also have the background necessary to be able to make sound judgement 
decisions. 

The need for a more highly skilled staff has not appeared suddenly. It 
has been developing over the past two decades and has been recognized 
within the Office. In part, this need has already been met. In terms of 
professionally qualified staff, enormous progress was made during the period 
when Mr. Maxwell Henderson was Auditor General. When he assumed office, 
less than 10% of the staff possessed professional qualifications; by the time 
he retired, almost 50% were so qualified — about half being Chartered 
Accountants (C.A.s) and the other half being either Certified General 
Accountants (C.G.A.s) or Registered Industrial Accountants (R.I.A.s). This 
was an essential initial step in developing the kind of personnel necessary to 
meet changing responsibilities and to adopt new auditing techniques. But 
much remains to be done. To some extent, needs can be filled by upgrading 
the skills of the present staff, but the infusion of more professionals, some 
with new levels of competence, is also required. 

The effectiveness of the Auditor General, no matter how competent he 
himself may be, is dependent on the support of a strong, highly skilled team. 
In previous chapters, it has been suggested that the Audit Office should be 
regarded and perform as a professional institution in its relationships with 
others. To the extent that a professional atmosphere can be maintained 
within the Office, it should be easier to create the kind of support the 
Auditor General needs. Many of the staff already have an obvious sense of 
pride in being associated with the Office, which they recognize as unique in 
government. Some have a background of professional practice obtained 
through the training they received in becoming Chartered Accountants. 

While a professional atmosphere can help develop the kind of staff that 
is necessary, it must be complemented by an appropriate organization struc- 
ture, the building-up of sufficient and well-qualified staff and an appropriate 
method of classification of and compensation for personnel. 


= 


Organization of the Audit Office 4. 


ad 


In his last annual report, Mr. Maxwell Henderson stated that 


_.. changes must be made in the internal organization of the Office to enable 
it to handle its heavy workload more efficiently in the days ahead....Its 
senior officers must be freer to concentrate on auditing research, staff training 
and the development of modern techniques in new areas such as electronic 
data processing. ! 


1 Report of the Auditor General to the House of Commons for the Fiscal Year Ended March 31, 
1972 (Ottawa: Information Canada, 1973), p. 6. 
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This statement was similar to the views expressed in a draft report prepared 
in 1971 by a firm of management consultants retained by Mr. Henderson to 
evaluate the organization of the Audit Office. One of the early acts of his 
successor, Mr. James J. Macdonell, was to engage the same consultants to 
bring their 1971 report up to date. After study, a new organization structure 
for the Office was adopted in 1974, and this, with certain minor changes 
made since, is illustrated in Chart 8-1 on the opposite page. 

The new organization structure differs significantly from the previous 
one, which basically provided that the audit directors and senior administra- 
tive staff reported directly to the Deputy Auditor General, who in turn 
reported to the Auditor General. The new structure provides for audit direc- 
tors and managers to work on a project basis for the three directors general 
who are responsible for audit and enquiries, with staff being assigned directly 
to the audit managers. This should give the Office considerably greater flexi- 
bility in the conduct of audits and special enquiries. 


Those who are familiar with professional accounting firms will recog- 
nize that the new structure parallels the organization of such firms. The 
role of the Management Committee, the working relationships between it 
and its supportive components, the range and scope of internal support 
services and the working relationships between audit staff, managers, 
directors and directors general are all similar to those found in the typical 
private sector auditing firm. 

As the Audit Office is a government organization specifically created by 
law, there are differences in authority and structural relationships. The 
private firm is a partnership with all partners being equal in the eyes of the 
law in terms of their authority to commit the firm and to express opinions 
on the financial statements of client organizations. The authority of the 
firm’s senior partner or executive committee flows from the partners them- 
selves: it is ascendant. The authority of the Auditor General, on the other 
hand, is based on the law. The Deputy Auditor General, directors general 
and audit directors derive their authority from him. Hence, the authority is 
descendant. This is why only he can bind the Office and only he may give 
opinions on the financial statements of Canada and _ those of Crown 
corporations, various departmental funds and special accounts that he 
reports on. 

The assignment to the Auditor General alone of the authority to sign 
reports on financial statements seems to be unnecessarily restrictive. His 
reports on the financial statements of Canada and his reports to the House of 
Commons are of such importance that only he should sign them. In the case 
of the more than eighty reports he issues each year on Crown corporations, 
departmental funds and accounts and other entities, however, the restriction 
of signing authority can delay their issue; for example, the work may be 
completed and the report ready for signature, but the Auditor General may 
be temporarily absent from his office. In such a case, the Auditor General 
should have the authority to delegate to the Deputy Auditor General or 
some other senior member of his staff the right to sign on his behalf. This is 
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particularly important in the case of Crown corporations, which are required 
to provide their ministers with financial statements within three months of 
the end of their fiscal years. 


Recommendation 30 


Except for his reports to the House of Commons and his report on 
the financial statements of Canada, the Auditor General should be 
empowered to designate a senior member of his staff to sign on his 
behalf any report or opinion that he is required to give. Such 
member should indicate beneath his signature his position in the 
Office and the fact that he is signing on behalf of the Auditor 
General. 


The Importance of Well-Qualified Staff 


The inability to recruit sufficient, well-qualified personnel was a continuing 
frustration to the previous Auditor General. It is still a problem, for at 
December 31, 1974 the Office had a staff of only 290 compared with an 
establishment of 395. (See Table 8-1 below.) 


Table 8-1 


Staff of the Audit Office 
December 31, 1974 


Number Authorized 
Description on Staff Establishment Vacancies 
Professional Staff 
Deputy Auditor General 
and Directors General | .4..cam ee ee ee ce 5 5 — 
DIVECLOTS: tere. Fee ee a ee ee es 8 10 2 
NEAT AzeTS ee. cee es ee eR cos 24 30 9 
SUDELVISOLS Hs edn tee al eke ee a eee eee sul 33 2 
ATACITOL Ss oe: se a ad De ae ee eee ere 89 149 60 
Ani ait assistan tS: ch sci Oe eee ia! 94 Le 
(PotalProtessional Stail. 4, . wes eee P34 | 321 90 
Administrative and other 
BUD DOCS Al! jan: Minne 3.a0n, AAs enon ee 59 74 jl) 
A) 5d 07 Re aie ie BR la oS. de 290 395 105 


Most of the shortfall is in the category of professionally qualified personnel 
below the rank of supervisor. An intensive recruiting campaign was launched 
towards the end of November 1974 in an attempt to rectify this situation, 
and it is expected that about thirty will be added to the staff, of whom half 
will be professionally qualified and most of the others will be within a year 
of being so. 
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Recruitment 


The Audit Office is not alone in finding it difficult to obtain candidates 
with professional accounting qualifications and auditing experience. Until 
now, a major source of such recruitment below the rank of supervisor has 
been young chartered accountants, most of them with not more than three 
years’ experience since qualification. Other government departments, both 
federal and provincial, and the business sector are finding that there are not 
enough such C.A.s to fill their aggregate needs, and most practising account- 
ing firms find it difficult to retain them in the numbers they wish. The 
reasons for this situation are complex, and the Canadian Institute of Char- 
tered Accountants has set up a special committee to study this crucial 
problem. Whatever the long-term solution may be, for the next few years at 
least the Audit Office will have to carry out its recruiting for professionally 
qualified personnel in a highly competitive market. 

The Audit Office, at least in the immediate future, will have to devote 
more of its efforts to overcoming its present staff shortage of professionally 
qualified personnel. It has been suggested that its recruiting problems would 
be solved if it were free of the controls exercised by the Public Service Com- 
mission. While we discuss this in the following chapter, may we note now 
that there is no assurance that this result would necessarily follow. Other 
employers outside government have found that they cannot fill their needs 
despite their absolute freedom to contract. At the same time, there-are cer- 
tain advantages to be gained by being associated with the Public service 
Commission in the area of recruitment. 

For those who are recruited to the public service by the Commission, it 
is important that the advantages of working with the Office be made known. 
If each new recruit enters on a work program designed to develop his poten- 
tial as rapidly as possible and participates in a training program designed to 
develop his technical skills within a government setting, the Office should be 
quite attractive to him. Besides being able to carry on his activities in the 
kind of professional atmosphere he has been used to, his involvement in 
various areas of government, made possible by the kind of work offered by 
the Office, would give him an overview of Government as a whole, expe- 
rience he would not obtain by working in only one department. Among 
other advantages, working for the Office would afford him an opportunity 
to see where he might ultimately wish to make his career in government, in 
the event that he does not wish to stay with the Office indefinitely. It should 
be added that a flow of well-trained professionals with Audit Office expe- 
rience would constitute an invaluable contribution toward filling the many 
financial administration positions available in departments and agencies. 

Apart from chartered accountants newly recruited to the public service, 
there are other sources from which the Office might attract professionally 
qualified persons. For example, some professionally qualified auditors now 
employed in other departments may not be happy with their initial choice. 
Here, the Office is not restricted to C.A.s, for there are many C.G.A.s and 
R.I.A.s, as well as some university graduates with a financial background 
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who, given the necessary practical auditing experience, can qualify as profes- 
sional auditors under the rules of the Public Service Commission. Some of 
these might be attracted to the Office and be valuable additions to its 
strength as are many similarly qualified present employees. 

As well as recruiting professionally qualified persons, which is the most 
immediate need, the Office will also want to recruit other candidates 
without professional training who can over the years become qualified while 
obtaining their practical experience within the Office. Currently, the Insti- 
tutes of Chartered Accountants of Ontario and Alberta and the Order of 
Chartered Accountants of Quebec each allows a limited number of students 
to train with the Audit Office. The limitation is not a problem in Alberta or 
Quebec, but in Ontario, where over 80% of its employees are located, the 
Office is permitted to employ only ten C.A. students at any one time; this 
quota is filled at present. Both the Society of Industrial Accountants and the 
General Accountants Association permit unlimited numbers of their students 
to train with the Office. 

The Institute of Chartered Accountants of Ontario should be ap- 
proached to see whether it would be possible to increase significantly the 
number of students who might be trained with the Office, as the greater 
emphasis on auditing within the C.A. educational program makes it particu- 
larly suitable for the work that they will be performing. Those who cannot 
be enrolled in the C.A. program should be encouraged to take the R.I.A. or 
the C.G.A. programs with supplementary auditing courses. 

It may be that some staff could be effectively employed on some 
limited audit work without taking part in any professional development 
program. While this may be quite satisfactory in the short term, it probably 
would not be fair to many of these individuals over the long term, as their 
advancement within the Office would necessarily be limited. It follows that 
those audit assistants now on staff who are not participating in a professional 
development program should be given every possible encouragement to do 
SO. 


Staff Development 


In any profession, the attainment of a professional qualification is only the 
foundation on which increasing competence will be built over the years. This 
increasing competence will develop in two ways: from varied on-the-job 
experience and from constant exposure to professional courses and profes- 
sional literature. This situation is common to all professions, and it is given 
close attention in accounting firms. The Office should also ensure that its 
professional staff are given all the stimulation and help they need to improve 
their skills. By doing so, it will make their work more interesting and increase 
the quality of their performance. 

For an auditor in the Audit Office, a variety of experience can be 
obtained through the different departments and agencies to which he is 
assigned, through the new programs being developed from year to year and 
through increasingly senior responsibility he will be expected to assume. In 
addition, he may be expected to undertake special assignments from time to 
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time. Every few years, he should be assigned to a different audit manager 
and exposed to a different group of audit assignments. While such changes 
mean some temporary loss in the efficiency of the audits performed as a 
result of staff discontinuity, this inconvenience should be more than 
compensated for by the advantage of the fresh look and the increasing 
competence of the auditors themselves. 

To maximize the development of the staff, there is also the need for 
formal training programs. Obviously, new recruits from outside the public 
service will be more effective if they are first given an orientation course 
designed to acquaint them with the government environment as well as with 
the Audit Office itself. In addition, for those who have obtained the rank of 
professional auditor with limited theoretical training in auditing, there is a 
need for supplementary courses in this area so that they will not be ata 
disadvantage as compared with their colleagues who have had the benefit of 
such training. And, of course, for all professional staff there is a constant and 
continuing need to be alert to and trained in new auditing techniques and to 
be aware of new developments in accounting principles and practices. 


These needs can be met in various ways, but the most effective 
approach is to develop a general overall professional development program, 
parts of which can be applied as required to meet the individual needs of 
each member of the staff. Some of the formal training courses can be 
obtained through local universities and colleges, professional organizations, 
the Public Service Commission and the Audit Services Bureau. Some will 
have to be developed within the Office itself. 

In addition to the needs of professionally qualified auditors, there are 
special needs for those who are audit assistants. Most of these, it is hoped, 
will be actively pursuing a program leading to admission to membership in an 
accounting organization. The academic prerequisites for admission are 
usually provided by local universities and colleges or by the organization 
itself. Here the role of the Audit Office should be one of encouragement 
through assuring that its own work assignments, particularly in out-of-town 
locations, do not interfere unduly with the individual’s course requirements. 

In the past, there was no comprehensive staff development program 
within the Office, and responsibility for arranging for staff training was left 
to the various audit directors and managers. Thus, the extent of the training 
that was given varied according to the importance attached to it by indivi- 
dual directors or managers. 

The Audit Office is aware of the need for more formal training. A 
major step toward the development of a comprehensive staff development 
program was taken when a professional practices branch was created in the 
Office as part of the reorganization that occurred early in 1974. Since the 
middle of 1974, a task force of senior Office employees and consultants 
from a private accounting firm has been engaged in the preparation of an 
audit manual for the guidance of professional staff. This manual, which is 
expected to be completed early in 1975, should contribute significantly to 
uniformity in the application of auditing standards and methods in the 
Office and should provide an important tool both for the orientation of new 
professionals and for the development of junior audit start: 
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Other needs have been recognized, and in some cases a start has been 
made towards meeting them. Others await the development of a co- 
ordinated program, which will include: 


— increased assistance and encouragement to staff in attaining 
formally recognized levels of professional achievement; 


— more frequent rotation of staff, among departmental and corpo- 
rate audit assignments and from headquarters to regional offices, 
in order to provide them with a broad range of experience; 


— orientation courses, designed to introduce new employees to the 
government environment as well as to the Audit Office itself; 


— internal staff training programs, designed to develop special job- 
related skills and knowledge beyond what is formally taught in 
courses in accounting and auditing; 


— increased exposure of staff to the seminars, conferences and 
courses offered by the various professional accounting organiza- 
tions; 


— increased exposure of staff to courses available through the Public 
Service Commission, including courses in financial management, 
operational auditing, cost benefit analysis, supervision and general 
management; and 


— involvement of staff in programs such as the Career Assignment 
Program, which stresses managerial development, and the Execu- 
tive Interchange Program, designed to promote cross-fertilization 
of knowledge through the exchange of staff between the private 
and public sectors. 


The implementation of this professional development program will con- 
tribute to improving the professional capacity of the Office. Undoubtedly, it 
will be much appreciated by the employees and make the Office a more 
attractive place to work. 


Recommendation 31 


The Audit Office should develop and maintain a high quality 
professional development program for its personnel. 


Staff Compensation and Classification 


As Table 8-1 indicates, the professional staff of the Audit Office are divided 
into various categories. At the lowest level, in terms of qualification and 
remuneration, are the audit assistants, most of whom are working toward 
professional qualification. Primarily, they work as assistants to qualified 
auditors, although with increasing experience they can be expected to 
perform smaller audits on their own. At present, most positions for such 
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staff are classified in the junior levels of the Financial Administration (FI) 
group; a few are in middle levels of the Clerical and Regulatory (CR) group. 
Their income level appears to be comparable to that of university graduates 
employed by accounting firms and who have not yet obtained their full 
professional qualification. 


The rest of the professional staff, other than the directors general and 
the Deputy Auditor General, are considered by the Audit Office to fall into 
four categories: auditor, audit supervisor, audit manager and audit director. 
These designations suggest that advancement involves increasing supervisory 
or management responsibilities, but this is not necessarily the case. The 
position of audit director certainly does involve managerial responsibilities, 
but the position titles of supervisor and manager have been borrowed from 
accounting firms, where they are used to designate not only staff with 
certain supervisory responsibilities but also certain specialists who have rela- 
tively little responsibility for the work of others. 

The Audit Office, like accounting firms, has a limited need for super- 
visory or managerial positions, but a very great need for highly competent 
professionals. Some of the latter may not be as usefully employed in direct- 
ing the work of others as in carrying out particularly difficult assignments on 
their own, and it is a matter of judgement for the Office to ensure that each 
is employed most effectively. 

The Treasury Board is the official employer of the majority of federal 
public servants, including those in the Audit Office. Most employees belong 
to a union, which negotiates for its members, not on a departmental basis, 
but according to the principal occupational groups in the Government. Most 
members of the professional staff in the Office fall into the Auditor (AU) 
occupational group, which is divided into seven levels. This group also 
includes many officers in very large departments, such as National Revenue, 
and Supply and Services. Audit Office professionals comprise a reiatively 
small proportion indeed of this wider occupational community. 

The AU classification system may be well suited to the requirements of 
large hierarchical departments where the work content of positions is rela- 
tively stable and the large number of positions makes a seven-level differentia- 
tion practicable. It does not, however, meet the needs of the Audit Office, 
whose organizational structure 1s designed to promote flexibility in the utili- 
zation of a relatively small number of employees on a project-by-project 
basis. While the classification standards of the Treasury Board and the selec- 
tion standards developed by the Public Service Commission have attempted 
to recognize certain differences in the work performed by auditors in the 
Audit Office and those employed in other departments, they still are not 
satisfactory. Instead, separate classification and selection standards should be 
prepared for the Office providing for five levels to encompass the four cate- 
gories of professionally qualified staff that it recognizes for its own purposes 
and the paraprofessional group of audit assistants. 

The five levels should overlap with each other and should provide for 
broader salary ranges than is currently the case. Such arrangements would 
allow some flexibility in retaining competent staff through attractive remu- 
neration. To ensure that a high level of competence is maintained among the 
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professional staff, the upper part of each salary range should be reserved for 
those who have demonstrated the potential to move to the next level. The 
salary levels should, of course, be established at amounts that are competi- 
tive with salaries paid to others in the public service, so that those who might 
wish to pursue other careers in the service will not find themselves locked in 
by their current compensation arrangements. 


Recommendation 32 


Separate classification and selection standards should be prepared 
for the professional and paraprofessional staff of the Audit Office 
to conform with the classifications that the Office recognizes for 
its own purposes, with broad and overlapping salary ranges. 


The Need for Other Disciplines 


The conduct of audits concerned with matters of regularity must be based 
primarily on the work of staff qualified in the accounting and auditing fields. 
But even regularity audits sometimes require the participation of staff in 
other disciplines and with other types of training. For example, legal assis- 
tance may be needed in the interpretation of relevant statutes; and specialists 
in electronic data processing and statistics may be required to assist in the 
conduct of financial audits. 

Moreover, in responding to the growing complexity of financial affairs 
and to his enlarged responsibilities, the Auditor General may find himself 
confronted with the need to retain new kinds of competence. From time to 
time, he may require experts in management and administrative practices or 
in other disciplines, such as engineering, economics, computer science, actu- 
arial science or quantitative analysis. Often, these specialists will be needed 
only on a temporary basis; but at times, there may develop an ongoing 
requirement that would warrant establishing a full-time capability within the 
Office. 

The Auditor General should not be constrained in securing the 
resources required to conduct an effective and responsible audit within the 
scope of his mandate. He should have full authority to retain contractual 
resources, as discussed in the next chapter. Likewise, he should be free to 
supplement his core staff of financially trained personnel with whatever 
other disciplines and competence he may need. 


Recommendation 33 


The Auditor General should have the flexibility to retain, on the 
basis he considers appropriate, whatever types of competence he 
requires to discharge his responsibilities effectively. 


9 


Independence 


ihe; definition of the role of the Auditor General is both difficult and 
complex, one upon which a wide variety of views has been expressed. On 
one subject, however, there is a remarkable consensus: the question of his 
independence. In fact, there is general agreement that the Auditor General’s 
independence should be clearly established both in appearance and in fact; 
and indeed, it is essential that this should be so. 


Professional independence is not a special privilege but rather an inner 
necessity for the true professional man, and a safeguard for his employers and 
the general public.! 


As: one step toward achieving this, our first recommendation was that 
separate legislation be enacted. Moreover, the new legislation should include 
specific provisions to ensure the personal independence of the Auditor 
General and to provide him with the freedom necessary to develop and 
operate the kind of professional organization required for the fulfilment of 
his responsibilities. 


Personal independence 


Appointment 

Independence is an essential attribute of auditors, within and outside govern- 
ment, who are expected to carry out an attest function. If the auditor’s 
opinions and reports are to be regarded as dependable, they must be 
prepared and presented without bias. Independence thus implies impartial- 
ity, intellectual honesty and recognition of an obligation for fairness not 
only to those whose operations are subject to audit, but to all who may rely 


1 HG. Rickover, Education and kreedom (New York: E.P. Dutton & Co., Inc., 1959), p. 64. 
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on the auditor’s opinions and reports. These qualities must, Of course, DE 
present in the person appointed as Auditor General of Canada: Heemust. be 
independent, and he must be seen to be so by all those whom his work 
affects and by the general public. In particular, he must not be subject to 
any possible pressure from the administration that would erode such 
independence. 

Because the Auditor General is the person chiefly responsible for 
forming opinions on the fairness of presentation of the nation’s financial 
statements, he should normally possess both formal education and profes- 
sional experience in accounting and auditing. He must have an inquisitive 
mind, and he must be able to distinguish the important from the trivial. He 
must also be able to manage and motivate a large staff of professionals. 
These qualities are commonly found in persons who have had considerable 
professional experience and senior administrative responsibilities in 
accounting firms, but may also be found within the Audit Office and else- 
where in government service. 

The selection of a person for appointment to public office can be 
achieved in various ways. Under present legislation, the Auditor General is 
appointed by the Governor in Council. This is consistent with the manner of 
appointment used for judges and others of whom independence is Expectca. 
such as the members of the Public Service Commission. It is also a method 
that is in keeping with our traditions. In deciding on the appointment of the 
present Auditor General, the Government consulted with a committee of 
five leading members of the accounting profession. Such consultation seems 
to be an efficient and effective method for identifying suitable persons for 
this important position. In short, existing appointment procedures appear to 
be adequate to ensure the selection of an individual with satisfactory 
competence and character. 

At present, there is provision for the Governor in Council to appoint a 
person to perform the duties of the Auditor General during a vacancy in the 
office, but there is no provision to make such an appointment for a tempo- 
rary period, in the event that the Auditor General is unable to perform the 
dutics of his office for ashorttime. 


Recommendation 34 


The appointment of the Auditor General and the appointment of 
a person temporarily to perform his duties during a vacancy in the 
office should continue to be made by the Governor in Council. 
Provision should also be made for the appointment by the 
Governor in Council of a person to perform the duties of the 
Auditor General in the event of his temporary incapacity. 


Tenure 


To protect the Auditor General from government influence and interference, 
his tenure must be assured. Under present legislation, the incumbent is 
appointed to hold office during good behaviour until he attains the age of 
sixty-five, but he is removable by the Governor General on address by the 
House of Commons and the Senate. These provisions seem adequate to 
protect the security of the position. 
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Recommendation 35 


The Auditor General should continue to be appointed to hold 
office during good behaviour until he attains the age of sixty-five 
years, and he should continue to be removable by the Governor 
General on address of the Senate and House of Commons. 


Salary and Pension 


On the question of salary, various suggestions have been advanced. For 
example, it has been proposed that the actual amount be guaranteed by 
statute or that the salary be equated to that of a justice of the Supreme or 
Federal Courts. It has also been suggested that the Auditor General be paid 
an amount not less than the maximum salary paid to a deputy minister. 

If the Auditor General is to remain independent of the administration, 
his salary should be guaranteed by statute. It would be needlessly inflexible 
to specify the actual amount in legislation. What is required is a safeguard 
that the Government of the day may not change his salary for any reason 
other than to match it with increases in the level of remuneration received 
by individuals in positions of comparable responsibility. 

At present, the Auditor General is paid a salary equal to that of the 
Chief Justice of the Federal Court of Canada and is eligible for a pension 
under the Public Service Superannuation Act, calculated in the same manner 
as for other eligible public servants. While this procedure seemed reasonable 
when it was first established by Parliament, it has recently resulted in an 
anomalous situation: in effect, the salary of the Deputy Auditor General, 
who is paid under normal public service procedures, could eventually equal or 
even surpass that of the Auditor General himself. 

A preferable arrangement would be to relate the Auditor General’s 
salary to the salaries of his peers in Ottawa. In our opinion, the senior 
deputy ministers, with whom he must be in frequent contact, should be 
considered the peers of the Auditor General. These senior officials are 
remunerated according to ranges of pay established by the Governor in 
Council, usually on the advice of a committee of independent experts 
appointed for this purpose. Salary ranges are periodically adjusted to reflect 
changes in pay levels of comparable positions outside government. To pro- 
vide a specifically determinable remuneration for the position, the Auditor 
General’s salary should be fixed at the mid-point of the highest range of 
salaries paid to deptuy ministers in the federal public service. Under this 
arrangement, the Auditor General would automatically benefit from any 
adjustments made in the remuneration of his peers and his salary would not 
be subject to change for reasons other than general increases being granted 


this group. 


Recommendation 36 

The Auditor General’s salary should be fixed by statute ata level 
equivalent to the mid-point of the highest range of salaries paid to 
persons in the deputy minister classification within the public 
service. 
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At the time of writing, Bill C-47, which amends the Judges Act, is being 
considered by Parliament. If the Bill is enacted in its present form, the 
Auditor General will receive a salary comparable to what he would receive if 
the above recommendation were adopted. The recommended procedure, 
however, would make possible quicker adjustment to changed conditions in 
Pic tELUres 

Under present legislation, the provisions of the Public Service Super- 
annuation Act (excepting those relating to tenure of office) apply to the 
Auditor General. Pensions payable under this Act are calculated according to 
a formula that places a heavy weighting on the number of years of public 
service. The responsibilities of the position of Auditor General require that 
the incumbent be a highly experienced, proven individual. This requirement 
implies that appointment to the office should be regarded as a high point or 
climax to the individual’s career, rather than a stepping stone within it. Thus, 
it is reasonable to suppose that in most cases the Auditor General’s tenure up 
to mandatory retirement would not exceed ten years. For a person with a 
long career in the public service, the present pension arrangements would 
likely be adequate to ensure his future financial security. For a person whose 
career has been primarily outside government, however, these arrangements 
might be insufficient to his needs and justifiable expectations. This would be 
particularly likely if he had been in professional practice as a partner and 
therefore not eligible under the Income Tax Act for participation in a 
Registered Pension Plan. 

Because of the importance of the position of Auditor General, financial 
circumstances alone should not be permitted to deter an ideal candidate 
from seriously considering this appointment. The Government has estab- 
lished special pension provisions for non-career diplomats who may also be 
appointed for relatively short periods of service, and this plan, or a similar 
one, should be made available to the Auditor General in the event that he is 
chosen from outside the public service. 


Recommendation 37 


An Auditor General appointed from outside the public service 
should be given the option of choosing to participate in the 
pension plan provided for in the Public Service Superannuation 
Act or in another plan designed for short-service appointees such 
as the Diplomatic Service (Special) Superannuation Act. 


Managerial Independence 


The independence of the Auditor General may be impaired not only by 
controls exercised over the person who occupies the office, but also by a 
variety of controls and requirements relating to the management of his 
Oince: 
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Budgetary and Expenditure Controls 


Since the Audit Office is funded by public money, its annual estimates of 
expenditures must be approved by Parliament. Before these estimates are 
presented to the House, however, they are submitted to the administration 
for review. The administration has the authority to impose reductions on the 
Auditor General’s spending plan, as it has with any proposed estimates, if it 
considers them to be excessive. This authority is consistent with the 
constitutional principle that the Cabinet must accept responsibility for 
proposed spending programs. However, if the Cabinet were to reduce the 
Auditor General’s estimates unduly, it could impair his ability to carry out 
his responsibilities and so be viewed as infringing upon his independence. 

As far as we could ascertain, this has not been a problem in the past 
because the estimates for the Office have been accepted as submitted. But in 
the event that at some future date the administration should propose to 
reduce the funds requested by the Auditor General, and no agreement on 
budget cutbacks could be reached between the two parties, some procedure 
should be established to ensure that the issue would be brought to public 
attention. The best means would be for the Auditor General to be entitled to 
make a special report to the House of Commons on the matter. The 
estimates would then be considered by the House and its appropriate 
committee with full knowledge of the conflicting views of the Auditor 
General and the Cabinet. 


Recommendation 38 


The Auditor General should have the right to make a special 
report to the House of Commons in the event that amounts 
provided for the Audit Office in the Estimates are, in his opinion, 
inadequate to enable him to fulfil his responsibilities. 


In Chapter 8, we have recommended (Recommendation 33) that the 
Auditor General should be free to retain whatever human resources and 
expertise he requires to perform an effective audit. This would include the 
power to contract the services of consultants in instances where special 
knowledge is required or where he lacks sufficient staff tot meet can 
impending peak in workload. Currently, there are certain restrictions on his 
ability to contract for special services, as there are for all government depart- 
ments. These often include the requirement to seek Treasury Board approval 
for proposed contracts. Although this can be a time-consuming process for 
any department, it is considered necessary to ensure fair and consistent 
government contracting practices. In the case of the Auditor General, how- 
ever, it means that the Treasury Board could, if it wished, use its right of 
approval to obstruct the fulfilment of his responsibilities, especially in an 
emergency situation. To avoid this possibility, he should be free, within the 
limits of his total budget, to contract for professional services without the 


prior approval of the Treasury Board. 
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Recommendation 39 


The Auditor General should have the authority, within the total 
dollar limitations established for the Audit Office in appropriation 
acts, to contract for professional services without the prior 
approval of the Treasury Board. 


This proposed deviation from normal policy should not be construed as 
a blank cheque. In exercising this authority, the Auditor General should be 
guided by the Board’s policies and regulations on contracts. As a check on 
his use of this authority, it would be appropriate to expand the mandate of 
the auditor of the Audit Office to include specifically the examination of 
contracts entered into by the Auditor General, with the added provision that 
he should report to the House of Commons any significant instances of 
contracts that are not in general accord with the Treasury Board’s policies 
and regulations. 

As a corollary to the freedom to contract, consideration should be 
given to the uses to which funds are put within the Office’s appropriation. In 
recent years, the Treasury Board has not exercised its authority under the 
Financial Administration Act to require the Auditor General to divide his 
appropriation into allotments. His budget, in effect, has been one total figure 
which he could spend as he deemed appropriate to the fulfilment of his 
responsibilities. He should continue to have this freedom because it gives him 
much-needed flexibility in carrying out his duties. To ensure the continua- 
tion of the present practice, a specific provision should be included in the 
new legislation. 


Recommendation 40 


The Office of the Auditor General should be specifically exempted 
from the provisions of the Financial Administration Act with 
respect to the division of appropriations into allotments. 


Auditing the Audit Office 


At present, the Office of the Auditor General is audited by an officer of the 
public service nominated by the Treasury Board. To avoid a possible conflict 
of interest, care has been taken to choose a person who is not employed in 
the financial administration of a department or agency. It has been suggested 
that an auditor appointed from within the public service might be subject to 
pressures from the administration, and alternatively an accounting firm 
could be appointed to audit these accounts. While to our knowledge the 
relationship between the auditor of the Office and the Auditor General has 
been completely satisfactory, there could be circumstances when a suitable 
person within the public service was not available to conduct the audit. In 
this case, the services of an accounting firm would be required. 


Recommendation 41 


An officer of the public service, who is a professionally qualified 
auditor and who is not engaged in the financial administration of 
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the Government, should be appointed by the Treasury Board as 
auditor of the Audit Office. In the event that such a person is not 
available, the services of an accounting firm should be sought. 


Because the Auditor General currently reports through the Minister of 
Finance, financial information on the Audit Office is printed with that 
relating to the operations of the Department of Finance in both the 
Estimates and the Public Accounts. This gives the appearance of a lack of 
independence of the Office, a weakness that could be avoided by printing 
the information separately in both documents. In the case of the Public 
Accounts, they should contain a separate statement of expenditures and 
revenues of the Office, together with the auditor’s report on this statement. 
At present, only the auditor’s report is included. 


Personnel Controls 
Control by the Public Service Commission 


The Public Service Commission is responsible to Parliament for the protec- 
tion of the merit principle in the employment practices of the public service. 
This principle has many manifestations, but it finds its main expression in 
two particular areas. 

First, in the area of recruitment, the Commission establishes certain 
norms for taking staff on strength. In some cases, it delegates recruitment 
responsibility to the departments or agencies concerned and undertakes a 
broad monitoring role to ensure that standards are adhered to; in other cases, 
it retains recruitment responsibility and carries out staffing on behalf of the 
employing department or agency. 

Second, in the area of advancement and promotion, the Commission 
establishes certain standards, including the requirement that vacant positions 
be filled by competitions held under specified conditions. In some cases, the 
employing department or agency has delegated powers to conduct the 
competitions; in others, the Commission retains complete control. 

With its direct responsibility to Parliament, the Public Service Commis- 
sion is an independent agency that monitors the application of the merit 
principle in government in order to prevent patronage or other forms of 
abuse. One would not normally expect the Commission to be involved in an 
issue concerning the independence of an agency such as the Audit Office; 
nevertheless, it became heavily implicated in much of the controversy that 
surrounded the Office in the late 1960s and early 1970s. At that time, the 
principal complaint of the Auditor General was that the Commission had 
continually failed to recruit sufficient staff of the calibre required by the 
Audit Office. Despite requests to this effect, the Commission refused to 
recommend that the Auditor General be given complete freedom to hire and 
fire more or less at his own will, maintaining that this would deny his 
employees the benefits and protections available to the rest of the public 
service. In 1970, it did, however, offer partial delegation of its responsibili- 
ties, subject to its retention of the right to monitor the exercise of this 
delegated authority. The then Auditor General, Mr. Maxwell Henderson, did 
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not consider this to be satisfactory because of the continuing right of the 
Commission to monitor his actions. In his opinion, the only solution was 
complete freedom from the authority of the Public Service Commission: 


_..the Auditor General and his staff must be truly independent answering 
only to Parliament, they must be free from interference, improper pressures 
and recriminations. Also, the Auditor General must be free to select and 
appoint his own staff.2 


As noted earlier, the employees of the Audit Office have made it 
abundantly clear that they value their association with the public service of 
Canada and would strongly object to losing it. A solution to the dilemma 
would be for the Auditor General to accept whatever form of delegation is 
consistent with a reasonable level of staffing flexibility and continued 
association with the public service. In 1974, such a delegation was negotiated 
between the Auditor General and the Commission, and it seems to be 
functioning adequately. 

It would not be realistic to endorse any action that would cause the 
Audit Office to be broken free of the public service entirely, since there 
seems to be no inherent conflict between the preservation of the merit 
principle and the maintenance of a satisfactory degree of administrative 
independence, provided that the Public Service Commission continues to 
delegate its authority in a manner that the Auditor General deems to 
be satisfactory. In the event that he failed to obtain what he considered to 
be reasonable cooperation from the Commission, he would still be free to 
report this to the House of Commons. 


Recommendation 42 


Employees of the Audit Office should continue to be appointed 
and promoted under the Public Service Employment Act, 
provided that the Public Service Commission continues to 
delegate to the Auditor General its authority under the Act, 
subject to its right to monitor the use made of this delegated 
authority. 


At the same time, recognizing the shortage of qualified accounting personnel 
in Canada, the Public Service Commission should provide the Auditor 
General with as high a degree of flexibility in recruiting and promoting 
members of his staff as is consistent with the protection of the merit prin- 
ciple and of the rights of his employees as members of the public service. 


Control by the Treasury Board 


Under the Public Service Staff Relations Act, the Treasury Board represents 
the Crown as the employer for most federal departments and agencies, 


2 oe Committee on Public Accounts, Minutes of Proceedings and Evidence, March 14, 1972, p. 
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including the Audit Office. As such, it has responsibility for personnel 
management and collective bargaining with the various unions representing 
public servants. In some instances, however, the Government has deemed it 
desirable to grant separate employer status to some portions of the public 
service, because the nature of the work they perform requires particular 
flexibility in personnel management. 

The Financial Administration Act identifies certain responsibilities of 
the Treasury Board with respect to personnel management. Among the more 
significant of these responsibilities are 


— the determination of manpower requirements for public service 
organizations, 


— the classification of positions and employees, and 


— the determination and regulation of pay, hours of work, leave and 
related matters. 


On a number of occasions, in carrying out its responsibilities for 
personnel management, the Treasury Board has come into conflict with the 
Auditor General. For some years prior to his retirement, Mr. Maxwell 
Henderson complained in his annual reports that, through classification 
decisions, the Board had ‘‘downgraded”’ a number of senior positions to the 
detriment of his officers relative to their peers in other departments. 
Another matter of some concern was the effect on his staff of the administra- 
tion’s right to “freeze” the overall staff establishment in the public service, 
as occurred between 1968 and 1970. These cases point to the possibility that 
under present arrangements the effectiveness of the Audit Office could be 
hampered by the administration’s personnel management decisions. As this is 
inconsistent with the need to ensure the independence of the Office, the 
Auditor General should be recognized as a separate employer. 


Recommendation 43 


The Auditor General should be a separate employer as defined in 
the Public Service Staff Relations Act. 


In Chapter 8; we have described how the present classification system 
for auditors in government has placed the Audit Office at a disadvantage 
vis-a-vis other government departments. We have recommended that the 
professional positions in the Audit Office be classified on a new basis, using 
the five levels of classification, below the executive level, that the Office ° 
recognizes for its own purposes. If the Auditor General were granted 
separate employer status, he would have the capability to establish a satisfac- 
tory system for the classification of positions in his Office. 

As a separate employer, the Auditor General would also become 
responsible for negotiating the various collective agreements applicable to his 
staff. After he obtained such status, various groups of employees in the 
Audit Office would have to determine whether they wished to be repre- 
sented by a bargaining agent and, if so, which one. In the meantime, they 
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would have lost their present union representation. It so happens, however, 
that in the case of Audit Office employees, all are represented by the same 
bargaining agent. Under these circumstances, it would seem desirable that the 
employees would continue to be represented by that agent until such time as 
the necessary votes could be taken to determine which agent, if any, should 
be certified under the Public Service Staff Relations Act. In the meantime, 
collective agreements then in force should be continued. 


Recommendation 44 


Legislation establishing the Auditor General as a _ separate 
employer should contain transitional provisions for the continua- 
tion of existing collective agreements applicable to staff of the 
Audit Office until such time as the staff have taken the necessary 
votes and a bargaining agent can be certified under the Public 
Service Staff Relations Act. 


In view of the relatively small size of the staff in the Audit Office, it is 
difficult to justify the development of a complex personnel management 
capability. Therefore, the Auditor General should ask the Treasury Board 
Secretariat to negotiate collective agreements on his behalf. He should also 
seek the assistance of the Secretariat in establishing a classification system 
that would provide as much comparability as possible between his profes- 
sional employees and similar employees in other government departments. 
This is important because the separate employer status envisaged would not 
result in removing from Audit Office staff their present rights under the 
Public Service Employment Act. The suggested arrangement would be 
similar to that accorded to the Public Service Staff Relations Board, which is 
not subject to control by the Treasury Board but remains under the jurisdic- 
tion of the Public Service Commission in personnel matters. 


Access to Information 


If the Auditor General is to fulfil his responsibilities, he must be given the 
opportunity to consider all relevant facts before forming and reporting his 
opinions. This means that, in conducting their examinations, members of his 
staff must have access to all pertinent information and explanations. 

Under the Financial Administration Act, the Auditor General is entitled 
to free access, at all convenient times, to all files, documents and other 
records relating to the accounts of every department or agency and the 
Crown corporations that he audits. He has the further right to examine 
persons under oath on matters pertaining to the accounts subject to his audit 
and, for this purpose, he may exercise all the powers of a Commissioner 
under Part I of the Inquiries Act. These provisions make the Auditor General 
one of the few persons within the public service who has permanent and 
unchallenged access to its records. 

The Auditor General’s right to information must be related to his 
responsibilities. While these responsibilities arise largely out of financial 
transactions, they should not necessarily be limited to purely financial 
matters. If the Auditor General is to provide the House of Commons with 
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information concerning the conformity of expenditures with the purposes 
for which they were appropriated, and if he is to ensure that value is 
obtained for the money spent, he must have the authority to extend his 
examinations beyond financial records to the administrative systems of the 
Government. For example, he must be allowed to examine the systems 
established by the administration for the measurement and control of 
efficiency and effectiveness. Under the Financial Administration Act, the 
Auditor General’s present right of access to information and explanations is 
related to the accounts that he audits. This seems to be too restrictive to 
ensure appropriate access. His right of access should be defined, not in 
relation to the accounts to be audited, but in relation to the responsibilities 
assigned to him. 


Recommendation 45 


The Auditor General’s right of access to information should be 
defined, not in relation to the Government’s accounts, but in 
relation to the responsibilities assigned to him. 


If the Auditor General is unable to obtain all the information and 
explanations that he requires, he can qualify his report on the Government’s 
financial statements or raise the matter in his annual report to the House. His 
right to do this should be sufficient guarantee of his right of access. 

It has been suggested that the Auditor General should have the right to 
examine the records of all government contractors and of all recipients of 
federal grants, loans and contributions. Such an extension of the Auditor 
General’s right of access to information is not necessary. Under most circum- 
stances, he will be able to obtain all the information he requires on trans- 
actions with outsiders by examining the Government’s records and by 
reviewing the systems by which these transactions are controlled. If the 
Auditor General requires additional information, he has the right to request 
further explanations from the administration, and the latter has the respon- 
sibility of cooperating with him in obtaining them. 

Within the administration there are certain organizations whose role is 
to provide professional services to other government organizations. These 
include the Department of Justice and two bureaux organized within the 
Department of Supply and Services (the Audit Services Bureau and the 
Bureau of Management Consulting). These organizations seek to maintain 
the same privileged and confidential relationship with their clients in govern- 
ment as do private legal, accounting or consulting firms. Accordingly, while 
the Auditor General may be entitled to obtain directly from one of these 
bodies information concerning the work it has performed on behalf of a 
government client, it would be desirable that he seek such information 
directly from the client or arrange for the client to request that it be released 
to him. 


Special Assignments for the Cabinet 


Section 62 of the Financial Administration Act provides that the Auditor 
General may be required to undertake special projects on behalf of the 
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Treasury Board or the Governor in Council. This section of the legislation 
was not invoked until the spring of 1974, when the Cabinet requested the 
Auditor General to coordinate the audit of payments made under the oil 
subsidy program. At the time of writing, this arrangement remains in effect. 

There are several advantages to the Auditor General’s involvement in 
work of this nature: primarily, it provides opportunities for broadening the 
experience of his staff and for improving the reputation of the Audit Office. 
But the present legislation poses two potential problems. One of these relates 
to the possibility of conflict of interest in that the Auditor General might be 
both serving the administration and auditing it; the second, to the impact 
that such requests might have on the managerial independence of the 
Auditor General. 

The conflict of interest problem is more apparent than real. In any 
professional situation, different relationships can be and are entertained with 
different parties for different purposes. The Audit Office is a professional 
organization, and this implies that it should be able to make its own judge- 
ments about what constitutes a potential conflict of interest. Any request 
for services by the Cabinet should be assessed on a case-by-case basis, but 
provided that the Auditor General is left with the option of making his own 
decision on the matter, his independence will not be impaired. 

There is, however, validity in the argument that Section 62 of the 
Financial Administration Act constitutes a potential threat to the indepen- 
dence of the Auditor General. The Cabinet can require the Office to carry 
out special projects at virtually any time, whether or not it is prepared and 
able to handle them. Such projects, if multiplied, could sap its resources and 
interfere with its capacity to carry out its principal responsibilities. More- 
over, the authority of the Cabinet to impose such tasks implicity denies the 
Auditor General the opportunity to exercise his judgement in managing the 
Office and undermines his independence as a professional. As a consequence, 
the Auditor General should have the right to refuse such assignments, if he 
considers that they would interfere with his primary responsibilities. 

There seems to be no reason why requests to the Auditor General to 
undertake special projects should be initiated, as at present, by either 
Treasury Board or the Governor in Council. Such requests should emanate 
from only one part of the Government: the Governor in Council. 


Recommendation 46 


The Auditor General should continue to be empowered to under- 
take special assignments at the request of the Governor in Council, 
but should be under no obligation to perform such assignments if 
they would interfere with his primary responsibilities. 


Transmittal of Reports to the House of Commons 


At present, the Auditor General presents his annual report to the Minister of 
Finance, who is required to lay it before the House of Commons on or 
before December 31 or, if Parliament is not then in session, within fifteen 
days of the start of the next session. If the Minister fails in his obligation, 
the Auditor General is empowered to transmit the report directly to the 
Speaker for tabling. 
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Under present legislation, when Parliament is in session, the Minister of 
Finance could delay tabling the annual report until December 31, even if the 
Auditor General presented it to him well in advance of that date. To our 
knowledge, such delays have not occurred in the past, but the possibility 
that they could occur in the future should be eliminated. Moreover, we have 
recommended (Recommendation 5) that the Auditor General should have 
the authority to issue special reports to the House of Commons on matters 
of pressing importance and urgency, and there must be assurance that these 
will be tabled promptly. Accordingly, it would be appropriate that the rules 
governing the tabling of all reports of the Auditor General provide that they 
be tabled by the Minister within fifteen days of their receipt if Parliament is 
in session. Failing the required action by the Minister, the Auditor General 
should continue to be empowered to forward his reports directly to the 
Speaker of the House of Commons for tabling. 


Recommendation 47 


The Auditor General should present his reports to the House of 
Commons through the Minister of Finance who should be required 
to lay each report before the House within fifteen days of its 
receipt or, if Parliament is not then in session, within fifteen days 
after the start of the next session. If the Minister fails to do so, the 
Auditor General should transmit the report to the Speaker for 
tabling in the House of Commons. 
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Conclusion 


In Chapter | we distinguished between broad recommendations oriented 
toward the future and more explicit ones directed toward the solution of 
immediate problems. The latter are necessarily predicated on current circum- 
stances, and any changes that may occur in the organization of the Govern- 
ment or the authority granted to certain governmental bodies, such as the 
Public Service Commission and the Treasury Board, could necessitate 
modification at some later time. The broader recommendations, however, 
are more fundamental. We summarize the major ones below. 


(1) Separate legislation should be enacted concerning the Auditor 
General and the Audit Office (Chapter 3). 

We have not attempted to prepare a draft act, on the grounds that this 
is a task better left to legal draftsmen skilled in the field, and believing that 
our efforts could be more usefully directed to setting out in non-legal 
language what should be included in it. In any case, of our forty-seven 
recommendations (which for convenience are listed immediately following 
this chapter) less than half require new legislation in order to be imple- 
mented. About half can be implemented by the Auditor General himself, the 
Government or the administration without the need for new legislation. 
Three other are set out as suggestions for consideration by the House of 
Commons or the Government. In these instances, formal recommendations 
would have carried us beyond the boundaries of our mandate, although their 
implementation would certainly have a beneficial impact on the work of the 
Audit Office. 

We have not commented on every section of Part VII of the Financial 
Administration Act, which is the existing legislation respecting the Auditor 
General. Some sections do not need to be changed; others will have to 
be redrafted because they are directly related to ‘sections that will require 
major changes. 


(2) What the Auditor General is expected to report to the House of 
Commons should be more clearly defined and, in particular, should include 
the right to report on expenditures where value for money has not been 
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obtained. To discharge this and other responsibilities the Auditor General 
should have the freedom to examine any accounts and records he considers 
necessary (Chapter 4). 

The Auditor General’s annual report should continue to be his primary 
reporting vehicle and should be issued not later than the end of each calen- 
dar year. Included in his report would be cases he has observed where 
accounts have not been properly kept or public money has not been fully 
accounted for; where essential records have not been maintained; where rules 
and procedures applied to the administration of funds have failed to safe- 
guard public property, to provide an effective check on the handling of 
revenue or to ensure that expenditures have been made only as authorized 
by Parliament and for the purposes intended by Parliament; and where value 
for money has not been obtained in making an expenditure or expenditures. 
The Auditor General should retain the right to judge whether any short- 
comings of this nature that he discovers are sufficiently significant to be 
included in his report, and he should be able to make a special report to the 
House of Commons on any matter of pressing importance or urgency. He 
should also have the freedom to examine any accounts and records of the 
administration that he considers pertinent to the fulfilment of this and other 
responsibilities. 

The surveillance function of the Auditor General so far as it relates to 
expenditures is certainly the most difficult problem we had to wrestle with. 
Should his role be limited to the mere verification of the regularity of 
expenditures and should the administration be trusted to make only those 
expenditures where value for money would be obtained; that is, would it 
always have due regard to the economy and efficiency of expenditures and 
to the effectiveness of programs? Certainly it is the primary responsi- 
bility of the administration to ensure that this is so. On the other hand, to 
suggest that the Auditor General should not observe and report on whether 
value for money was being obtained would result in his reverting to 
pre-1958 reporting practices, and leave the House of Commons and the 
public in the position of not knowing whether the administration was 
fulfilling its responsibility in this area. Accordingly, we concluded that the 
Auditor General should continue to report on examples of waste or mal- 
administration that came to his attention during the course of his examina- 
tion. Rather than limiting such comments to non-productive payments, 
however, we have recommended that the broader concept of value for 
money referred to above should be adopted. In particular, the staff of the 
Audit Office should be trained to assess the reasonableness of departmental 
efforts designed to improve the economy and efficiency of their operations; 
and the Auditor General should be free to report to the House instances 
where appropriate standards are not being developed or properly used, or if 
poor performance is not being corrected. 


The effectiveness of programs, while an integral part of the concept of 
value for money, is usually more difficult to measure. In a few cases, where a 
program has a single and obvious purpose, its results may be readily 
apparent. If in the course of his examination the Auditor General comes 
across such a case where the actual results differed materially from what was 
clearly intended, he should be free to bring out the pertinent facts in his 
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annual report. In most cases, however, a program will be designed to meet a 
number of objectives, some measurable and some intangible; and, while 
Parliament may have approved the program, there is no record as to exactly 
what results it hopes to achieve in granting such approval. And, in many 
cases, expected program results simply defy quantification. Certainly, much 
remains to be done before definitive assessments can be made in those areas 
where measurement may be possible — the state of the art is still in its 
infancy. Nevertheless, this is an important control on government 
expenditures and one that is receiving increasing attention in some countries. 

We have urged that the administration in Canada should accelerate its 
efforts in this area and that the Audit Office should monitor its progress. In 
time, the Audit Office should develop sufficient expertise to identify 
programs where effectiveness studies could be applied and to assess the 
validity of conclusions that result from those that have been made. When 
effective techniques have been developed by the administration and the 
Audit Office has acquired the skills to evaluate these, the Auditor General 
should be free to report to the House of Commons any instances where these 
measures could be but are not being applied, on the grounds that in their 
absence assurance is lacking that value for money is being achieved. 

The Auditor General should also advise the House of Commons if any 
appropriation authorized by vote has been overexpended. Instead of being 
held back until his annual report is issued, this information should be 
included in his report on the summary statement of appropriations 
appearing in the Public Accounts, which are usually tabled some months 
earlier. 


(3) The major financial statements of Canada, including a new State- 
ment showing changes in financial position, should appear together in the 
Public Accounts. They should incorporate explanations and notes necessary 
to make them complete, including a statement of the accounting policies 
followed. A report of the Auditor General should accompany these state- 
ments, clearly setting forth whether, in his opinion, they present information 
fairly in accordance with the stated accounting policies and whether these 
have been applied on a basis consistent with that of the preceding year 
(Chapter 5). 

There are major obstacles to overcome before the Auditor General can 
be in a position to attest to the fairness of presentation of the financial 
statements of Canada. The lack of any generally accepted body of 
accounting principles applicable to government will make any auditor’s 
report of less value than if there were a criterion against which he could 
measure the statements. The development and adoption of such principles is 
some years away. In the meantime, immediate steps should be taken to 
establish the accounting policies to be followed in preparing the finan- 
cial statements of Canada. The explanation entitled The Government's 
Accounting System that is included in the Public Accounts only partly 
achieves this, and there are serious discrepancies between the explanation of 
what the statements are supposed to show and what they actually contain. 
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(4) The choice of auditor for Crown corporations should be deter- 
mined on the basis of the kind of audit required: the Auditor General should 
be the auditor of all corporations whose expenditures affect the budgetary 
accounts of Canada (Chapter 6). 

Some Crown corporations are, in effect, extensions of government 
departments while others, though independent, lack commercial orientation 
and the expenditures they make affect the budgetary surplus or deficit of 
Canada. In these cases, there seems no reason why Parliament should not 
look for the same assurance that value for money has been obtained for such 
expenditures as it would expect if the expenditures had been made by a 
department, and where this is the case, the Auditor General should be 
appointed. By this measure, the audit of three Crown corporations at present 
assigned to accounting firms should be gradually transferred to the Auditor 
General: the Cape Breton Development Corporation, the Bank of Canada 
and Central Mortgage and Housing Corporation. 

Some commercially oriented Crown corporations are not ordinarily 
dependent upon Parliament to finance their continuing operations, and they 
have independent boards of directors who should be concerned with the 
efficient operation of the enterprise. An ordinary commercial approach to 
the audit of these corporations should be sufficient, and in these cases either 
the Auditor General or an accounting firm might be selected. The Auditor 
General should have the right of access to the accounts and records of every 
Crown corporation, whether or not he is the auditor. 


(5) The Audit Office should be regarded by others, and should itself 
perform, as a highly professional institution, being helpful to those 
departments, agencies and corporations whose accounts it examines. These 
positive relationships should not impair the independence of the Auditor 


General or limit his reporting responsibilities to the House of Commons 
(Chapter 7). 


There should be no question of the Auditor General’s right to discuss 
with the responsible deputy ministers and heads of corporations or agencies 
any problems that he uncovers in the course of his examinations, including 
those that he may wish to comment upon in his annual report. He should 
also have the authority to inform the Treasury Board Secretariat of such 
problems, prior to reporting them to the House. With respect to his opinion 
on the financial statements of Canada, he should discuss with the appro- 
priate deputy minister and minister any item that he considers should be 
changed, and he should advise them of any qualification to his opinion that 
he would feel obliged to make if such a change were not made. 


(6) Procedural changes should be considered with a view to mini- 
mizing delays between the time the annual report of the Auditor General is 
submitted to the House of Commons and when the Standing Committee on 
Public Accounts can begin its study of the report (Chapters 7 and 9). 

The Minister of Finance should be required to lay the Auditor General’s 
reports before the House within fifteen days of their receipt or, if Parliament 
is not in session, within fifteen days of the start of the next session. The 
annual report of the Auditor General ordinarily provides the background 
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information for most of the deliberations of the Standing Committee on 
Public Accounts. In the past three years, the report has, on motion, been 
referred to the Committee the same day on which it was tabled. We suggest 
that consideration be given to making such a referral automatic and to 
provide that, if the Committee has not already been organized, it be so 
promptly, in order that it can commence its study without delay. 


(7) It is essential that the Auditor General be able to recruit and retain 
the numbers and kind of professional staff that he needs to discharge his 
responsibilities (Chapter 8). 

Under present classification and compensation arrangements, the pro- 
fessional staff of the Audit Office are at some disadvantage in relation to 
auditors in larger government departments. The broad classification system 
applied to auditors throughout the public service is too elaborate to be 
suitable to the relatively simple and professional structure of the Audit 
Office. Separate classification and selection standards should be prepared to 
suit its purposes, with broad, overlapping salary ranges. In addition, the 
Auditor General should have the flexibility to retain whatever special 
competence he needs to carry out the work of the Audit Office. 


(8) The personal independence of the Auditor General must be 
ensured and Parliament must be certain that he could not be vulnerable to 
administrative pressures that would hamper him in carrying out the examina- 
tions necessary to the discharge of his responsibilities (Chapter 9). 

Present provisions concerning the appointment and tenure of the 
Auditor General appear to be satisfactory. In the event that he should 
temporarily be unable to carry out his duties, provision should be made for 
the appointment of another person to the position until such time as the 
full-time incumbent can return to his office. 

Changes should be made in the provisions relating to the Auditor 
General’s salary and pension rights. His salary should be related to those paid 
to senior deputy ministers. For an Auditor General appointed from outside 
the public service, special pension arrangements should be provided to reflect 
the limited period that he would necessarily serve before his retirement. 

In addition to arrangements to protect the personal independence of 
the Auditor General, provision must be made to ensure his managerial inde- 
pendence as head of the Audit Office. First, with respect to expenditure and 
budgetary controls, he should have the right to make a special report to the 
House of Commons if he considers that the amounts provided for the Audit 
Office in the Estimates are inadequate to enable him to fulfil his responsi- 
bilities. Second, he should have the freedom to enter into contracts for 
special professional services without obtaining prior Treasury Board 
approval, provided that he should be guided by the Board’s policies and 
regulations on contracts. Third, the Auditor General should be specifically 
exempted from any requirement to divide his budgetary appropriation into 
allotments for predesignated purposes. 

In the area of personnel controls, employees of the Audit Office should 
continue to be appointed under the Public Service Employment Act, 
provided that the Public Service Commission continues to delegate certain of 
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its authority under the Act to the Auditor General. Further, the staff of the 
Audit Office should not be subject to the personnel management controls of 
the Treasury Board; rather, the Auditor General should be designated as a 
separate employer. This will enable him to develop an organizational 
structure and staff classification more suitable for the Audit Office. This 
designation should be incorporated in the new legislation, which should also 
provide for the continuation of existing collective agreements until such time 
as the staff have taken the necessary votes and a bargaining agent can be 
certified under the Public Service Staff Relations Act. 

On occasion, the Auditor General may be requested to undertake a 
special assignment for the Cabinet. He should, however, be under no obliga- 
tion to perform such work, if it would interfere with his primary respon- 
sibilities. 


* * * 


These broader recommendations are based on three underlying premises 
that should remain valid over the years. These premises rest firmly on the 
concepts of accountability and audit discussed in Chapter Ve 


The first premise is that the administration is accountable to Parliament 
for the use of public funds, as it only receives money from taxes and other 
sources in trust for Parliament. It has a responsibility to see that monies are 
properly collected; that assets are protected from loss; that expenditures are 
made only for purposes approved by Parliament; and that, in making such 
expenditures, care is taken to ensure that value for money is obtained. 

The second premise is that in accepting this trust, the administration 
also accepts the responsibility for reporting to Parliament as to how it has 
been fulfilled. This involves presenting to Parliament complete and clearly 
understandable information as to monies received and expended, the assets 
and liabilities of Canada and the changes in financial position during the 
year. The increasing complexity of government, the magnitude of trans- 
actions and the use of Crown corporations, social security accounts and 
working capital advances make this more difficult to achieve, but they do 
not invalidate the premise. On the contrary, proper reporting becomes even 
more important. 

The third premise is that there must be an independent person, identi- 
fied as the Auditor General, who can assure Parliament that the information 
supplied by the administration is fair and represents complete reporting. This 
implies that he should be free to report to Parliament where there has been a 
breach of trust in handling of public funds by the administration, or where 
information supplied is less than fair and complete, and to bring to the 
attention of Parliament matters of concern that would otherwise pass 
unnoticed. To achieve this, Parliament must ensure that the Auditor General 
can carry out his responsibilities without being subject to any possible 
pressure from the administration that would erode his independence. 

These premises are firmly rooted in history and tradition. They 
developed in earlier times, when the relationship between the administration 
and Parliament was different than it is today. Under our present form of 
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parliamentary democracy, it is sometimes difficult to comprehend the dis- 
tinction between the administration and Parliament. This distinction was 
readily apparent in early days, when the administration was the Crown and 
Parliament was the people or, at least, the aristocracy and the gentry. The 
basic premises still stand, however, and they remain valid because be- 
hind Parliament are the people who elect the members of the House of 
Commons. What must be reported to Parliament becomes a matter of public 
record, and the news media will ensure that the contents of the report of the 
Auditor General become known to all. 


We approached our task with a high respect for the office of Auditor 
General and with the hope that our efforts would ensure that his responsi- 
bilities and relationships could be defined more clearly, and that his 
independence and freedom of action could be better protected. He would 
thus be in a better position to carry out his responsibilities more effectively 
and with a minimum of controversy. Our studies have convinced us of the 
vital importance of his role in the Canadian parliamentary process: it is one 
that should be recognized and welcomed by the administration, by members 
of the House of Commons (whether supporters of the Government or in 
opposition) and by the public at large. The Auditor General of Canada 
occupies a difficult position, requiring the careful exercise of judgement and 
the need to maintain sound relationships both with those whom he audits 
and with those to whom he reports. The adoption of our recommendations 
will not have the effect of reducing the heavy responsibilities that he must 
carry: indeed, it will add to them. But, we firmly believe, it will put him 
in a better position to carry out these responsibilities effectively and, 
because they will be more clearly defined, with less controversy. 


Recommendations of the Committee 


Chapter 3. The Canadian Auditor General 


1. Separate legislation should be enacted concerning 24 
the role, responsibilities and relationships of the 
Auditor General and the Audit Office. The 
present Financial Administration Act should be 
amended accordingly. 


Chapter 4 Reporting to the House of Commons 


2. The Summary of Appropriations, Expenditures 31 

and Unexpended Balances by Departments in- 
cluded in the Public Accounts should be ex- 
panded to include non-budgetary appropriations 
and expenditures. In reporting on this statement, 
the Auditor General should say whether or not 
any individual appropriation has been over- 
expended and, if any has, he should identify the 
appropriation and the amount of the overex- 
penditure. 


3. (1) The Auditor General should report annually 36 
to the House of Commons 


(a) on the work of his Office and 


(b) whether he has received all the informa- 
tion and explanations he required 


and he should call attention to anything 
resulting from his examination that he con- 
siders should be brought to the attention of 
the House of Commons, including any cases 
where he has observed that 
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(i) accounts have not been faithfully and 
properly kept or public money has not 
been fully accounted for; 


(ii) essential records have not been main- 
taincdeaor ) (he stiles. sand procedures 
applied have been insufficient to safe- 
guard and control public property, to 
secure an effective check on the assess- 
ment, collection and proper allocation of 
the revenue and to ensure that expen- 
ditures have been made only as autho- 
rized on 


(iii) money has been expended other than for 
purposes for which it was appropriated 
by Parliament or value for money has 
not been obtained for any expenditure 
or expenditures, 


provided that he should not be required to 
report on matters that, in his opinion, are 
not significant in the circumstances. 


(2) The Auditor General should examine, in such 
manner as he deems necessary, the accounts 
and records of the administration. 


The Auditor General’should ‘continue sto use an 
annual report as his primary reporting vehicle. 
This report should be issued not later than the 
end of each calendar year. 


The Auditor General should have the authority 
to issue a special report to the House of 
Commons on any matter of pressing importance 
or urgency that, in his opinion, should not be 
deferred until the issue of his annual report. 


Chapter 5 Reporting on the Financial Statements of Canada 


6. 


The Public Accounts should include among the 
main financial statements of Canada a new state- 
ment showing changes in financial position 
during the fiscal year and the causes of such 
changes. 


The three main financial statements of Canada 
should appear together in the Public Accounts 
along with such notes and explanations as may be 
necessary. 
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8 The Auditor General should set out concisely in 42 
his reports attached to financial statements 
appearing in the Public Accounts any reservations 
he may have and qualify his opinion accordingly. 


9. The Auditor General should discuss with the 43 
appropriate deputy minister and minister any 
matters in the financial statements of Canada 
that he thinks should be changed before they are 
signed and advise them of the qualifications he 
proposes to make in his opinion on the state- 
ments if such changes are not made. 


10. The Auditor General should continue to com- 43 
ment in his annual report to the House of 
Commons on matters included in the financial 
statements of Canada and be free to expand on 
the reasons for any qualification to his opinion 
that he found necessary to make. 


11. When the financial statements are presented 44 
together in the Public Accounts, complete with 
such notes and explanations as may be necessary, 
the Auditor General should express his opinion 
on all such statements in one report. 


12. The Auditor General should participate in studies 50 
of accounting principles for government, whether 
initiated by the accounting profession or by the 
Government itself. 


13. In reporting on the financial statements of 2 I 
Canada, the Auditor General should express his 
opinion as to whether they present fairly infor- 
mation in accordance with the stated accounting 
policies and on a basis consistent with that of the 
preceding year. 


14. The Government should consider the possibility a 
of having one minister responsible for the prepa- 
ration and the form and content of the Public 
Accounts. 


Chapter 6 The Audit of Crown Corporations and International 
Organizations 


15. The Auditor General should audit the financial 58 
accounts of all Crown corporations whose expen- 


ditures directly affect the budgetary accounts of 
Canada. 
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Chapter 7 


16. 


di 


18. 


jue 


20. 


DAW. 


The audit of commercially oriented and finan- 
cially self-sufficient Crown corporations should 
be conducted either by the Auditor General or 
by accounting firms, as deemed appropriate in 
each case. 


The Auditor General should have the right of 
access to the financial records and documents of 
all Crown corporations of which he is not the 
auditor, as he deems necessary to the fulfilment 
of his responsibilities as auditor of the accounts 
of Canada. 


The board of directors of every commercially 
oriented and financially self-sufficient Crown cor- 
poration should appoint an audit committee. 


In appointing auditors to a commercially ori- 
ented and financially self-sufficient Crown cor- 
poration, account should be taken of the recom- 
mendation of its board of directors and audit 
committee. 


The Auditor General should charge professional 
fees for audit services, as would be done by 
accounting firms, to the commercially oriented 
and financially self-sufficient Crown corporations 
of which he is the auditor. 


The Governor in Council should nominate or 
approve the appointment of the Auditor General 
to the Board of Auditors of the United Nations 
and to the audit of international organizations. 
Such an appointment should be made only after 
consulting with him as to whether it would be 
compatible with the performance of his national 
responsibilities. 


Relationships 
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ZB. 


The Auditor General should not be restrained in 
his authority to advise appropriate officials of the 
public service of matters discovered in his exam- 
inations; he should in particular have the right 
to draw problems to the attention Gist nba 
sury Board Secretariat at his own discretion. 


The Secretary of the Treasury Board should con- 
tinue to provide the Standing Committee on 
Public Accounts with a formal response to 
matters raised in the annual report of the Auditor 
General. 
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Chapter 8 


24. 


26. 


Pat 


28. 


Zo 


Recommendations of the Committee 


Consideration should be given to changing the 
Standing Orders of the House of Commons to 
provide that the annual report of the Auditor 
General tabled in the House shall be automat- 
ically referred to the Standing Committee on 
Public Accounts and that, if this Committee has 
not already been organized, it must be so within 
a reasonable period, say thirty days, after such 
referral. 


. The Government should give consideration to the 


appointment, for each appropriation, of an 
accounting officer who would be accountable for 
the proper accounting and administration of 
expenditures made thereunder. 


The Auditor General should, if the Standing 
Committee on Public Accounts requests him to 
do so, lend staff to the Committee to assist it in 
reviewing his report and in dealing with such 
other matters as may be referred to it. 


The Auditor General should continue to play an 
active role in the International Organization of 
Supreme Audit Institutions and other bodies of a 
similar nature. 


The Auditor General should continue to partici- 
pate in conferences of Canadian legislative audi- 
tors, and should take an active interest in the 
development of nationally accepted govern- 
mental auditing principles and standards. 


The Auditor General should maintain close rela- 
tionships with the principal accounting bodies in 
Canada. 


Staffing the Audit Office 


e10k 


Except for his reports to the House of Commons 
and his report on the financial statements of 
Canada, the Auditor General should be empow- 
ered to designate a senior member of his staff to 
sign on his behalf any report or opinion that he 
is required to give. Such member should indicate 
beneath his signature his position in the Office 
and the fact that he is signing on behalf of the 
Auditor General. 
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The Audit Office should develop and maintain a 
high quality professional development program 
for its personnel. 


Separate classification and selection standards 
should be prepared for the professional and para- 
professional staff of the Audit Office to conform 
with the classifications that the Office recognizes 
for its own purposes, with broad and overlapping 
salary ranges. 


The Auditor General should have the flexibility 
to retain, on the basis he considers appropriate, 
whatever types of competence he requires to 
discharge his responsibilities effectively. 


Independence 


34. 


35) 


BO; 


ou: 


20. 


The appointment of the Auditor General and the 
appointment of a person temporarily to perform 
his duties during a vacancy in the office should 
continue to be made by the Governor in Council. 
Provision should also be made for the appoint- 
ment by the Governor in Council of a person to 
perform the duties of the Auditor General in the 
event of his temporary incapacity. 


The Auditor General should continue to be 
appointed to hold office during good behaviour 
until he attains the age of sixty-five years, and he 
should continue to be removable by the Gover- 
nor General on address of the Senate and House 
of Commons. 


The Auditor General’s salary should be fixed by 
statute at a level equivalent to the mid-point of 
the highest range of salaries paid to persons in the 
deputy minister classification within the public 
service. 


An Auditor General appointed from outside the 
public service should be given the option of 
choosing to participate in the pension plan pro- 
vided for in the Public Service Superannuation 
Act or in another plan designed for short-service 
appointees such as the Diplomatic Service 
(Special) Superannuation Act. 


The Auditor General should have the right to 
make a special report to the House of Commons 
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in the event that amounts provided for the Audit 
Office in the Estimates are, in his opinion, inade- 
quate to enable him to fulfil his responsibilities. 


39. The Auditor General should have the authority, 96 
within the total dollar limitations established for 
the Audit Office in appropriation acts, to con- 
tract for professional services without the prior 
approval of the Treasury Board. 


40. The Office of the Auditor General should be 96 
specifically exempted from the provisions of the 
Financial Administration Act with respect to the 
division of appropriations into allotments. 


41. An officer of the public service, who is a profes- 96 
sionally qualified auditor and who is not engaged 
in the financial administration of the Govern- 
ment, should be appointed by the Treasury 
Board as auditor of the Audit Office. In the event 
that such a person is not available, the services of 
an accounting firm should be sought. 


42. Employees of the Audit Office should continue 98 
to be appointed and promoted under the Public 
Service Employment Act, provided that the 
Public Service Commission continues to delegate 
to the Auditor General its authority under the 
Act, subject to its right to monitor the use made 
of this delegated authority. 


43. The Auditor General should be a separate em- 99 
ployer as defined in the Public Service Staff Rela- 
tions Act. 

44. Legislation establishing the Auditor General as a 100 


separate employer should contain transitional 
provisions for the continuation of existing collec- 
tive agreements applicable to staff of the Audit 
Office until such time as the staff have taken the 
necessary votes. and a bargaining agent.can be 
certified under the Public Service Staff Relations 
Act. 


45. The Auditor General’s right of access to informa- 101 
tion should be defined, not in relation to the 
Government’s accounts, but in relation to the 
responsibilities assigned to him. 
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46. The Auditor General should continue to be 


47. 


empowered to undertake special assignments at 
the request of the Governor in Council, but 
should be under no obligation to perform such 
assignments if they would interfere with his 
primary responsibilities. 


The Auditor General should present his reports 
to the House of Commons through the Minister 
of Finance who should be required to lay each 
report before the House within fifteen days of its 
receipt or, if Parliament is not then in session, 
within fifteen days after the start of the next 
session. If the Minister fails to do so, the Auditor 
General should transmit the report to the 
Speaker for tabling in the House of Commons. 
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Organizations and Individuals 
Who Made Submissions 
to the Committee 


Provincial Auditors 
D.E. Howley, Auditor General, Newfoundland 


T. Kaptein, Provincial Auditor, Prince Edward Island 
W.G. Lutz, Provincial Auditor, Saskatchewan 

W. McNichol, Auditor General, New Brunswick 

J.W. Minty, Comptroller-General, British Columbia 
R. Noél, Assistant Auditor General, Quebec 

A.W. Sarty, Auditor General, Nova Scotia 

F.N. Scott, Provincial Auditor, Ontario 

W.K. Ziprick, Provincial Auditor, Manitoba 


Organizations 
The Canadian Chamber of Commerce 
The Canadian Institute of Chartered Accountants 
Coopers & Lybrand, Chartered Accountants 
Financial Management Institute 
The General Accountants Association 
The Institute of Chartered Secretaries and Administrators in Canada 
The Institute of Internal Auditors, Calgary Chapter 
The Institute of Internal Auditors, Ottawa Chapter 
The Institute of Internal Auditors, Toronto Chapter 


Submissions Made to the Committee 


Interdepartmental Committee on Program Management Evaluation 


Public Service Alliance of Canada 


The Staff Association of the Office of the Auditor General 


Individuals 
W.C. Beech, Pembroke 
W.B. Bolton, Ottawa 
J.K. Carson, Barrie 
HeleCleland., Loronto 
D. Cohen, Montreal 
J. Cullen, M.P. for Sarnia-Lambton 
B.J. Danson, M.P. for North York 
FP. Gerson- Toronto 
S.L. Grow, Provo, Utah 
D. Hazan, Montreal 
B. Knight, former M.P. for Assiniboia 
R.T. Lemieux, Ottawa 
D.T. Lowery, Regina 
V. MacDonald, Montreal 
M. Poncelet, Ottawa 
A.M. Schrader, Toronto 
G. Towers, M.P. for Red Deer 
Y. Vandenengel, Montreal 
R.N. Walker, Regina 
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Introduction 


Under our terms of reference, we were required to examine government audit 
functions and practices in other countries, with a view to comparing them to 
those of Canada’s Auditor General. Such a study would provide essential 
information on how different governments were rendering account of their 
administration and also an indication of recent trends in government 
auditing. In this respect, not only did we study the day-to-day operations 
of government auditors in other countries within various organization 
structures but, more importantly, we were able to develop a wide perspective 
on optional arrangements for the performance of government auditing and 
to apply it to our review of the Office of the Auditor General of Canada. 

In the pages that follow, a summary is presented of government 
auditing arrangements for each of ten western countries. These are grouped 
as follows according to the basic nature of the organization: 


1. An office for which one individual is essentially responsible: Britain, 
the United States, Australia, Austria, Israel and South Africa: 


2. An office which operates as a judicial body: France; 


3. An office in which responsibility is shared among several members 
comprising a board of council: the Federal Republic of Germany, 
the Netherlands and Sweden. 


For each country, the description is presented under four main topics: 


1. Organization structure, including the nature of the organization, 
appointments to the senior positions and, with respect to these posi- 
tions, the terms of office and the determination of salary levels; 


2. Personnel, including the number of staff, their qualifications and 
training, their assignment to various audit activities and recruitment 
procedures; 
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3. Responsibilities of the office, including the degree to which 
functions are or may be extended beyond a purely financial audit 
into the area of efficiency and effectiveness reviews; 


4. Reporting, with respect to channels of reporting, frequency and 
form of reports, consultation with other organizations and follow-up 
procedures. 


At this point, a word of caution is appropriate. These summaries are 
not the result of a comprehensive international study of government 
auditing. We undertook no such study, and we do not pretend to have 
grasped all the implications of the various traditions and practices of other 
countries in this area. We believe, however, that the facts presented are 
accurate, if somewhat incomplete. They provide, we hope, a useful overview, 
on an international scale, of present practices and emerging trends in govern- 
ment auditing. 
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Government Auditing as 
One Individual’s Responsibility 


Britain 


Organization of the Office 


In Britain, the government auditing function is vested in a single individual, 
the Comptroller and Auditor General. His Department is the Exchequer and 
Audit Department. He is appointed by the Crown and, like a judge, holds 
office during good behaviour, subject however to removal by the Queen on a 
joint address of the two Houses of Parliament. It is customary for the 
Comptroller and Auditor General to retire before the age of sixty-five. 

The Comptroller and Auditor General is usually selected from the 
senior civil service outside the Exchequer and Audit Department. Typically, 
he has had wide experience of general and financial management in the 
Treasury and other departments, and of parliamentary procedures and 
control. He has usually been a permanent secretary (the highest grade 
of the civil service), and the salary of the post has always been equated to 
that grade. His salary and pension rights are established by statute but can be 
increased by resolution of the House of Commons. 


Personnel 


The present establishment of the Exchequer and Audit Department provides 
for 580 staff. Approximately 490 are auditors or assistant auditors in 
training, and 90 positions are in the clerical, typing or messenger grades. 
Staff are appointed by the Comptroller and Auditor General, subject to 
civil service requirements and regulations. Numbers, salaries and conditions 
of service are subject to the approval of the Civil Service Department. The 
audit staff are normally recruited by the Civil Service Commission through 
open competition from candidates who possess either a university degree or 
the educational standard required for university entrance. They are not 
required to have prior commercial accounting or legal qualifications, but are 
trained through external and internal courses and through practical training 
on the job. The reasoning behind this procedure is that government auditing 
requires special training that is not available through non-government career 
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channels. Some audit staff, however, obtain a professional designation on 
their own initiative, and the Department assists them in this. 

The work of the Department is carried out in ten divisions, each under 
a Director of Audit. The Secretary and Deputy Secretary, appointed from 
within the Department, are, with the Directors of Audit, responsible for 
maintaining performance standards and for advising the Comptroller and 
Auditor General on the work and the management of its staff. 


Responsibilities 


The Comptroller and Auditor General is required by legislation to examine and 
certify the annual appropriation accounts and other accounts of government 
departments and certain other bodies, and to report on them to Parliament. 
The method of examination and the scope of his reports are left entirely to 
his discretion. His statutory duty could be discharged by a straightforward 
financial audit to satisfy himself that the amounts appearing in the accounts 
are correct, that the receipts and payments are appropriate to the year of 
account, and that all payments are properly authorized. Over the years, 
however, the Comptroller and Auditor General has adapted his audit 
approach to meet the changing pattern of government activity and has 
developed a highly selective system of audit which relies to a great extent on 
the examination and assessment of departmental systems of control, coupled 
with test checks of their efficiency. This attention to matters of efficiency 
and economy or “‘value for money” has become a very important part of his 
audit. These developments have been encouraged by the House of Commons 
Committee of Public Accounts, which considers his reports, and have been 
fully accepted by the Executive. 

In carrying out his ‘‘value for money” or operational audit, the 
Comptroller and Auditor General does not criticize the law or government 
policy, but questions and may report on any cases of waste or extravagance 
in their implementation or weaknesses in procedures or failures to act 
prudently or efficiently. In doing this, his purpose is not criticism for its own 
sake, but the prevention of a recurrence by securing improvements in the 
system of financial control; and often the result is improvements in methods 
and procedures and even changes in the law or policy. 

It is not the view in Britain that the Comptroller and Auditor General 
should move into the area of the overall evaluation of program effectiveness 
or that of management auditing. The former, when it goes beyond the 
efficiency with which policies and programs are carried out, is considered as 
getting into the field of policy and value judgements. The latter is considered 
as primarily a responsibility of management. Many in Britain consider it 
unfortunate that in some countries the term audit has been applied to the 
systematic appraisal of standards and techniques of management. Such a 
process, they think, could include examination of the utilization of 
personnel and other resources, work standards, comparisons of objectives 
with achievements and similar matters, and would therefore go well beyond 
the traditional concept of auditing. At the same time, the Comptroller and 
Auditor General’s examination often takes him into matters that have fallen 
or should fall under the scrutiny of management audit. 
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Reporting © 

Most of the Comptroller and Auditor General’s reports to Parliament each 
year are issued in three volumes over a period of about one month. The 
reports are based on written information furnished in response to audit 
queries. When the Exchequer and Audit Department considers that action 
taken by an audited department or its procedures contain unsatisfactory 
features from the point of view of financial regularity, control, prudence or 
efficiency, it sends the audited department a reference sheet, which is an 
official request for explanations and for an indication of what the depart- 
ment proposes to do about the points raised. In many cases, the replies show 
that the department is taking appropriate steps. If the Comptroller and 
Auditor General is not satisfied with the department’s reply to a reference 
sheet sent on his behalf, or considers that the matter is of sufficient impor- 
tance or interest to be brought to the attention of Parliament, he refers to it 
in his report. 

In drafting his reports, the Comptroller and Auditor General takes care 
to keep comments factual and objective, leaving judgement to the 
Committee of Public Accounts. To this end, he normally includes the 
questions that have been put to the departments and their responses. More- 
over, he sends the accounting officers a copy of his proposed passages, so 
that they can comment on the accuracy and fairness of presentation and 
provide any additional observations that they believe to be appropriate. 
Subsequently, he takes these comments into account. 

The content of the reports of the Comptroller and Auditor General is a 
matter on which he decides; and in reaching his decision, he has regard to the 
following considerations: 


1. The reports should present a balanced view of audit findings 
throughout the Government. 


2. The reports should include only the more significant items and 
those that are needed to maintain principles or contain potential 
for improvements in systems. 


37 ~The reports “should avoid the’ mere recordine or departmental 
mistakes from which no lessons can be learned for the future. 


4. The reports should not merely duplicate information that has 
already been placed before Parliament through other channels. 


5. The reports should avoid censure of individuals and of persons or 
organizations outside the Government. 


6, Insofar as as spossible,’ the reporis should) Derolrerelenetnmiiia, 
permits the Committee of Public Accounts to deal adequately 
with them during a normal session of Parliament. 

The application of these guidelines enables the Comptroller and 
Auditor General to present selective reports to Parliament on which the 
Committee of Public Accounts can form a judgement and offer constructive 
recommendations or suggestions. 
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The Committee of Public Accounts is a Select Committee of the House 
of Commons appointed under a Standing Order of the House in every session 
of Parliament. Its membership of fifteen reflects the party composition of 
the House. By long tradition, the Chairman is a member of the Opposition, 
normally one who has held high ministerial office. The other members are 
chosen by the parties, as much as possible for their financial or managerial 
experience and their demonstrated interest in problems of public administra- 
tion and control. By convention, because of the quasi-judicial role of the 
Committee, its members are expected to take a non-partisan approach in 
their work. This convention is in fact rigidly observed, and as a result the 
Committee concentrates its attention on reviews of administrative issues. Its 
main objective is not to record criticisms of specific mistakes, but to make 
recommendations, based on actual cases, which may be effectively applied 
over a broad field. 

The Comptroller and Auditor General acts as an adviser to the 
Committee of Public Accounts and its Chairman. Prior to each meeting, he 
usually provides the Chairman with a brief and discusses with him the issues 
that emerge from his reports on the subjects to be considered. He attends the 
meetings as a witness, but does not take an active part in the questioning; he 
may be asked by the Committee to provide additional information and, 
occasionally, he may intervene to clarify matters of fact. The principal 
witness is usually the permanent secretary (deputy minister), in the capacity 
of accounting officer, of the department whose accounts are under consider- 
ation. 

Although the meetings of the Committee of Public Accounts are held in 
camera, the evidence is published in full, except that witnesses are allowed to 
have information given in confidence omitted if the Committee agrees that 
this is in the public interest. 

Having concluded its examinations, the Committee produces a report or 
a series of reports on the matters it has considered and presents them to 
Parliament before the end of the session. Formal replies on behalf of the 
Executive, known as Treasury Minutes, prepared by the Treasury in consul- 
tation with the departments concerned, are presented to Parliament early in 
the next session. The new Committee examines the Treasury and depart- 
ments upon these replies. The reports of the Committee, with the Treasury 
Minutes, are also the subject of an annual general debate in the House early 
in the new session. The Committee’s recommendations carry much weight 
and are usually, but not invariably, accepted by the Government. 


United States of America 


Organization of the Office 


The General Accounting Office of the United States is headed by a 
Comptroller General. Both the Comptroller General and the Deputy 
Comptroller General are appointed by the President, subject to confirmation 
by the Senate, for a fifteen-year term. They can be removed from office 
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within that period only by a joint resolution of Congress, which the President 
has the right to veto, or by the process of impeachment. The Comptroller 
General is not eligible for reappointment. 

Traditionally, the United States Comptroller General has differed from 
his British counterpart in that he has not typically had a career in public 
finance prior to his appointment. The majority of past appointees have been 
qualified attorneys and/or have followed a political career at federal and 
state levels. The present Comptroller General, however, has had a long and 
distinguished career in the United States public service and is highly qualified 
in the area of financial management in government. 

The salaries of the Comptroller General, the Deputy Comptroller 
General and senior officials of the Office are based on recommendations by a 
presidential commission. 


Personnel 


At the present time, the General Accounting Office employs a staff of 
approximately 5,000, of whom about 3,600 are professionals. Roughly fifty 
per cent of this group are involved in audits of economy and efficiency, 
thirty-five per cent in reviews of program effectiveness, and the remainder in 
providing legal services, reviewing and approving federal agency accounting 
systems, auditing government corporations, and auditing and settling 
accounts of accountable officers. Because of delegations of authority by the 
Civil Service Commission, the Office is to a considerable extent free to do its 
own recruiting of staff. It has found that its professional staffing needs are 
best met by quality university graduates; therefore, its recruiting activities 
are focused largely on campuses across the United States. Through participa- 
tion in an internal career development program, these recruits become quali- 
fied for positions of responsibility within the Office. When staffing needs 
cannot be met by university recruitment and career development from 
within, the Office hires qualified personnel from other government agencies 
or from industrial and professional sources in the private sector. 

In addition to staff members with backgrounds in accounting, a sub- 
stantial portion of the professional staff consists of individuals trained in 
other disciplines. Over twenty per cent of the staff have backgrounds in such 
fields as economics, engineering, business and public administration, opera- 
tions research, automatic (electronic) data processing and actuarial science. 

The nature and extent of federal government activities in the United 
States, together with the fact that the General Accounting Office is involved 
in matters not normally identified with the government audit function, 
require a complex organization and the inclusion on staff of specialists in 
many disciplines. As this is intended to be only a brief overview, reference 
will not be made to specific units within the organization, but their diversity 
may be inferred from the discussion of responsibilities of the Office that 
follows. 


Responsibilities 
Under its enabling legislation, the General Accounting Office has the follow- 
ing primary responsibilities: 
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1. Auditing the financial systems of federal government agencies (but 
not attesting to the financial statements of the Government itself); 


2. Reviewing the efficiency of management’s use of resources and the 
effectiveness of programs in achieving the objectives intended by 
Congress; 


3. Auditing government corporations; 


4. Prescribing principles and standards for accounting in the federal 
agencies, cooperating with those agencies in improving their 
accounting systems, and approving them when deemed satisfactory; 


5. Rendering legal opinions, furnishing legal advice and settling claims 
made by and against the United States; 


6. Providing advice and assistance, on request, to members of Congress 
and congressional committees. 


Because of the vast scope of its activities, a complete annual audit of all 
government agencies is out of the question, and examinations must be 
planned on a selective basis. Factors considered in the selection include: 


1. Statutory requirements; 
. Congressional requests and indication of congressional interest; 


. Potential areas for improvement in operations; 


BW WY 


. Areas that have been identified as displaying weaknesses in manage- 
ment controls and operations; 


5. Deviations of agency policies from congressional intent: 
6. Newness of a program; 


7. Materiality of the assets, revenues or expenditures of a program. 


The audit approach and techniques to be used in evaluating manage- 
ment efficiency and program effectiveness are developed on an ad hoc basis 
to suit each particular assignment. An indication of the approach is usually 
provided in the introductory section of the report on each review. 


Reporting 


The General Accounting Office annually produces approximately 500 
reports that are sent to Congress — 150 to Congress as a whole and 350 to 
committees and individual members. Most reports are available to the general 
public, but some are classified for security reasons and receive only limited 
distribution in Congress. In addition, the Office prepares hundreds of other 
reports that are addressed directly to departmental or agency officials. This 
action is taken when the findings, conclusions and recommendations do not 
require action by Congress or are not considered to be sufficiently significant 
to be of interest to Congress or its committees. Copies of many of these 
reports are also sent to congressional committees for their use. 
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Each month, the Comptroller General publishes an annotated list of 
reports issued, and copies of this list are sent to each committee and member 
of Congress. 

The Comptroller General also publishes an annual report that pro- 
vides background information on his Office and summarizes its activities 
for the year under review. It contains a listing of all reports issued during the 
period. . 

Recommendations for improving operations or achieving greater econ- 
omy or efficiency are frequently adopted without the intervention of 
Congress or its committees. With respect to specific agencies on which the 
General Accounting Office has reported, the agency is required by legislation 
to submit to the Appropriations and the Government Operations Commit- 
tees a written statement of action taken on the Office’s recommendations 
within sixty days after the release of the report. 


Australia 


Organization of the Office 


The Auditor-General for Australia is appointed under statute by the 
Governor General. Provided that he satisfactorily meets the statutory 
requirements of his position, he remains in office until the mandatory retire- 
ment age of sixty-five. He is deemed to have vacated his office under certain 
prescribed conditions, but otherwise holds office during good behaviour and 
may be removed only by an address to the Governor General by the Senate 
and the House of Representatives respectively, in the same session of 
Parliament. He may be suspended by the Governor General for incapacity, 
incompetence or misbehaviour, but must be restored to office unless each 
House of the Parliament addresses the Governor General as mentioned 
previously. The appointment of an Auditor-General has customarily been 
made from the higher echelons of the Australian public service. The Auditor- 
General’s salary is fixed by statute and is specially appropriated; it is there- 
fore not subject to annual appropriation procedures. 


Personnel 


The Auditor-General’s Office has an approved establishment of about 650, 
including support staff. For various reasons, including staff ceilings currently 
applicable to the public service generally, actual strength is in the vicinity of 
580, of whom about 400 are professionally qualified officers with a further 
50 in the process of obtaining qualifications. 

The establishment of the Office, recruitment, classifications and remu- 
neration of staff are the responsibility of the Public Service Board. In prac- 
tice, the Auditor-General’s Office is consulted in the selection of recruits to 
the base clerical level or of recruits in special circumstances to the base 
inspectorial level. This enables aptitude for audit work to be considered. 
Moreover, the selection of personnel from within the service to fill vacancies 
above the base clerical level is made by the Auditor-General or his delegate, 
subject to the normal public service appeal processes. 
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The majority of recruits to the professional ranks of the Auditor- 
General’s Office has been obtained in recent years through a Cadet Auditor 
scheme. Positions of Cadet Auditor are available to eligible persons who have 
completed the equivalent of at least the first full-time year of a course of 
study to qualify for the award of an approved degree or diploma or other 
recognized accountancy qualification that satisfies the full academic 
requirements for membership of the Australian Society of Accountants. 

Applicants are usually selected at the commencement of their final 
university year. While they are engaged in full-time academic study, appli- 
cable fees and salary at clerical rates are paid by the Auditor-General’s 
Office. Following graduation, the student undergoes a period of practical 
training within the Auditor-General’s Office. Subject to satisfactory perfor- 
mance, he is then advanced to Assistant Audit Inspector and becomes 
eligible for further promotions. 

The Auditor-General’s staff is part of the Australian public service; 
consequently, there is a continuous movement of officers on promotion or 
transfer to and from other departments. 

A further method of recruitment is to seek experienced and qualified 
accountants from outside the public service. This method is used, with the 
approval of the Public Service Board, only when requirements cannot be met 
from within the service. 


Responsibilities 


Under the Audit Act, the Auditor-General is responsible for the audit of the 
accounts of the Treasurer and of all departments. His responsibilities for the 
audit of statutory authorities, Crown-owned companies and other govern- 
ment organizations are assigned under the specific provisions of enabling 
legislation, by appointment under ordinance, by appointment under the 
relevant Companies Act or by arrangement with a minister or other 
authority. 

The intent of the Audit Act, strictly interpreted, seems to be to confine 
the Auditor-General to a regularity or compliance audit, despite provisions 
that appear to allow some latitude. For example, in reporting on the annual 
statement of receipts and expenditure submitted to him by the Treasurer, 
the Auditor-General may include, in addition to certain prescribed require- 
ments, “‘such information as he thinks desirable in relation to audits, exami- 
nations and inspections carried out by him in pursuance of the provisions of 
this or any other Act’. Furthermore, the Act permits him to “recommend 
any plans and suggestions for the better collection and payment of public 
moneys and any improvement in the mode of keeping the public accounts, 
public moneys and stores’’. Insofar as the Auditor-General has reported upon 
matters that go beyond a strict regularity audit, he has been enabled to rely 
successfully upon statutory provisions of this nature. 

At present, it appears, the Auditor-General has no statutory authority 
to conduct efficiency audits. The Public Service Board is charged with 
responsibility in this area. The view of the Auditor-General is that, were 
powers of this nature to be vested in him, he would need to recruit or have 
access to staff with disciplines other than accounting and auditing. In 
addition, any advance into this area would necessarily have to be gradual. 
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The Australian Government has recently appointed a Royal Commis- 
sion to enquire into Australian government administration. The Auditor- 
General has tendered a number of submissions to this Commission, includ- 
ing, it is understood, proposals for some widening of the role of the Auditor- 
General 


Reporting 


The Auditor-General is required to prepare a report or reports each year 
upon the Treasurer’s Statement of Receipts and Expenditure of the Consoli- 
dated Revenue Fund, the Loan Fund and the Trust Fund and to transmit 
them to Parliament. He is obliged to report, among other things, in what 
particulars the statement agrees with or differs from the accounts of the 
Treasurer. In these reports, he is also empowered to include information in 
regard to other accounts audited by him under the Audit Act or any other 
act. 

Past methods of reporting financial data in a detailed manner required 
considerable diversion of manpower from the substantive auditing function. 
Under policy recently adopted, the Auditor-General does not generally 
include in his reports information that is readily available from other 
public sources, for example, the Budget Papers and annual reports of 
statutory authorities. 

When it is considered desirable, departments are informed of proposed 
comments in relation to their financial transactions, and sometimes space will 
be afforded to their responses. The report receives considerable attention 
from the media, but in this regard the Auditor-General lets it speak for itself; 
he does not release an explanatory press statement to coincide with the 
tabling of the report in Parliament. 

The Parliamentary Joint Committee of Public Accounts, which is a 
statutory committee, is required to examine the Treasurer’s statement and 
each report of the Auditor-General. It has been the practice for the Auditor- 
General to meet informally with the Committee to assist it in selecting those 
items in his report into which the Committee will wish to make public 
enquiries. At all public hearings of the Committee, whether or not they 
relate to the Auditor-General’s reports, the Auditor-General provides senior 
officers in an observer capacity to advise and assist the Committee. Similar 
arrangements have been made by the Committee with the Public Service 
Board and the Treasury. The Committee reserves its statutory right formally 
to swear in representatives of these ‘observer’ authorities but apparently has 
not found this practice necessary in recent years. The Committee is com- 
posed of members from both Houses of Parliament representing both the 
Government and the Opposition, and the Chairman is a Government 
member. There are few divisions along party lines. The Committee is serviced 
by a small full-time secretariat, including research and project staff. 
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Austria 


Organization of the Office 


In Austria, the government audit function is the responsibility of the Court 
of Audit (Rechnungshof). The Court is headed by a President and a Vice- 
President, both of whom are elected by the National Assembly for an 
unlimited term. They may be removed from office only by a decision of the 
National Assembly. The President has the status of a federal minister and the 
Vice-President that of a deputy minister, and they are remunerated 
accordingly. They may not be members of any general legislative body, nor 
may they have been members of the federal or a provincial government 
during the four years preceding their election. 

The Court is directly responsible to the National Assembly and, when 
involved in matters concerning the provinces, to the nine provincial Parlia- 
ments. It enjoys complete independence of the federal and provincial govern- 
ments, subject only to the provisions of the law. 


Personnel 


At present, the Court of Audit employs 140 auditors. Eighty of these have 
university degrees. Over half have studied law, and the remainder are 
graduates in business administration or economics. The Court hires no 
professional accountants, but it is empowered to call in technical experts for 
advice when necessary. The staff complement of the Court, and for all 
federal departments, is determined by the National Assembly. 

The President of the Republic is responsible for the appointment of all 
professional staff to the Court of Audit. However, except for staff in the 
three highest categories, whom he appoints on the recommendation of the 
President of the Court, he has delegated this responsibility to the President 
of the Court. Professional staff are generally recruited from among the 
younger civil servants of other government departments and from the private 
sector. The President of the Court is responsible for the appointment of 
support staff. Salaries of employees of the Court of Audit are governed by 
regulations established for all civil servants. 


Responsibilities 

There have been two main trends in the development of the Court’s auditing 
responsibilities. First, the audit function has been extended from a concern 
for government departments alone to the inclusion of state-owned enter- 
prises and publicly subsidized commercial corporations. Second, the scope of 
the organization has been enlarged beyond the performance of an audit of 
regularity to include evaluations of efficiency in government administration. 
Specifically, the legislation requires the Court to review the administration 
to assess the correctness of its accounting and compliance with regulations as 
well as the economy, efficiency and usefulness of its operations. The Court 
has a similar mandate for its audit of the nine provincial governments and 
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the country’s twenty-one largest municipalities. The Court may also conduct 
special audits at the request of the National Assembly, the federal or a 
provincial government or a federal minister. 

Austrian law provides that all corporations with shareholders must be 
audited by private auditing firms, which are required to express an opinion 
on the financial statements. In addition, for those corporations in which the 
Government holds shares, the Court of Audit is entitled to undertake a 
review of financial management. Such reviews are generally restricted to 
those corporations in which the Government holds a majority of shares. The 
Court also audits state-owned enterprises and corporations receiving govern- 
ment subsidies. 

The Court has several responsibilities other than its auditing duties. It is 
required to prepare, but not certify, both the annual financial statements of 
the Government and a statement of the federal debt. The President of the 
Court also must countersign all documents involving federal indebtedness, in 
order to show that debts have been entered into legally and properly 
recorded in the Government’s accounts. The Court, jointly with the Ministry 
of Finance, is required to ensure that efficient and simple accounting 
methods are used. To this end, federal ministers must issue basic rules for 
accounting and cash operations, and these rules must be approved by the 
Court and the Ministry. 


Reporting 

At the end of each of its audits, the Court of Audit makes a report to 
the ministry or organization involved and discusses the report with it. 
Matters included in these reports are carried forward to the Court’s annual 
report to the National Assembly, and the comments of the audited bodies 
are included. In its annual report, the Court may make any observations or 
recommendations resulting from its examinations. The National Assembly 
refers the annual report to one of its committees, which has six weeks to 
complete its review and report back to the Assembly. 

The annual report is released to the public at the same time as it is 
presented to the National Assembly, and it typically receives wide press 
coverage. 

Reports on provincial and municipal administrations are forwarded to 
the appropriate provincial legislatures. 


israel 


Organization of the Office 


The State Comptroller of Israel is appointed by the President of the State, 
on the recommendation of the House Committee of Parliament (the 
Knesset), for a five-year renewable term. His tenure is assured, barring 
resignation or death, unless he is removed from office by Parliament by two- 
thirds of the members voting. The law explicitly provides that the 
Comptroller “‘is responsible only to the Knesset and shall not be dependent 
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upon the Government’’, and that his salary and other benefits shall be fixed 
by Parliament. The present State Comptroller, who has been in office for 
twelve years, came to the position with a background in public affairs, 
including the chairmanship of the Israeli central banking institution. 


Personnel 


The State Comptroller’s Office has a staff of about 600. They have the same 
status as other government employees, but legislation empowers the 
Comptroller to select, appoint and dismiss his staff independently of the 
executive branch of government. Although the general pay scales of the civil 
service apply to administrative positions, professional employees have a 
separate pay scale. This is equivalent, however, to the scales for professional 
employees elsewhere in the government service. The most important pre- 
requisite for professional personnel is a university degree. Fields of training 
vary according to needs, but the most common are economics, law, political 
science and accountancy. 


Responsibilities 

The State Comptroller is required by law to “inspect the finances and the 
management of the finances, and the property and administration” of 
the bodies subject to his inspection — that is, the ministries, the defence 
establishment, state enterprises and institutions, local authorities, corpora- 
tions in whose management the Government or other inspected bodies have a 
share, and other bodies placed under his inspection. Within the scope of this 
function, the Comptroller reviews the legality of the inspected bodies’ 
activities, the implementation of their budgets and administrative and 
accounting procedures, and examines whether they have operated 
“economically, efficiently and in a morally irreproachable manner”’. 


The Comptroller takes the view that in light of the complexities of 
modern government, it is essential that there be independent organizations 
such as his, with competent staff and appropriate access, to review the 
administration and management of governments. At the same time, he 
believes that whenever value judgements require policy decisions, these must 
be taken within the political sphere. 

Since 1971, the Comptroller has been officially responsible for carrying 
out the functions of Commissioner for Complaints from the Public. In this 
capacity, he investigates complaints from the public against acts or omissions 
of inspected bodies. The uniting of the functions of Comptroller and Public 
Complaints Commissioner in one office is an innovation which seemingly has 
no parallel in other countries. It stemmed from the fact that the Comp- 
troller’s Office had, from its inception, handled such complaints as a 
voluntary adjunct to its principal duties. It was felt that the separation of 
these functions under two separate organizations might result in a duplica- 
tion of activities and thereby undermine one or both offices. Organiza- 


tionally, complaints are handled by a special unit within the Comptroller’s 
Office. 
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Reporting 


The Comptroller is required to present an annual report to the Minister of 
Finance, detailing all government offices and enterprises or institutions 
examined, summarizing his activities and drawing attention to Cleary 
infringement of moral standards and (2) any defect and infringement of a law 
or of the principles of economy and efficiency that in his opinion should be 
noted. He is also required to make recommendations for the correction and 
prevention of defects. The report contains departmental explanations of the 
issues raised and the Comptroller’s comments on these explanations. The 
Minister of Finance is required to make observations on the report within a 
prescribed period, whereupon it must be tabled in Parliament. The legisla- 
tion, however, provides for the deletion of parts of the report before tabling 
if a committee of Parliament, upon the proposal of the Comptroller, regards 
this as necessary to safeguard the security of the State or to avoid an 
impairment of foreign relations or international trade relations. In hack. 
having regard to the security of the State, if the Government so requires on 
grounds which the Comptroller is satisfied are reasonable, he may make a 
limited report or even refrain from reporting on a particular branch or unit 
that he has inspected. 

Separate reports are prepared on each local authority inspected and on 
the other inspected bodies that are not considered in the annual report. 

Until February 1974, the Comptroller’s contact with Parliament was 
through the Finance Committee, and it was to this Committee that his 
annual reports were referred. There is now a separate Committee for the 
Affairs of State Control, which has taken over that function of the Finance 
Committee. The Comptroller assists the Committee in planning its agenda 
for the review of the report, personally attends all meetings of the 
Committee while it is conducting its hearings, and invariably has the final 
word as the Committee completes its discussion of each issue. He also 
attends the meetings during which the Committee drafts its Conclusions and 
Proposals for presentation to Parliament. Technically, it is the Conclusions 
and Proposals of the Committee that are debated in plenary session of Parlia- 
ment; in practice, members do, to some extent, raise reported topics not 
dealt with by the Committee. 

The Minister of Finance is required by law to submit to the Comp- 
troller a balance sheet showing the assets and liabilities of the State at the 
end of each financial year. In turn, the Comptroller is required to report on 
the balance sheet to the Minister and, after a specified interval, to table his 
report in Parliament. 


South Africa 


Organization of the Office 

The Controller and Auditor-General of South Africa is appointed by the 
State President on the advice of his ministers. By tradition, he is a former 
public servant appointed from a department in which he served as the 
accounting officer, and normally he has experience and formal qualifications 
in the area of public finance. 
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The Controller and Auditor-General is regarded as the senior public 
servant of the Republic. His salary, which is fixed by the State President and 
cannot be reduced during his term of office except by Act of Parliament, is 
substantially in excess of that of the normal head of a government depart- 
ment. He normally holds office until his retirement at the mandatory age of 
sixty-five, but there is provision in the Exchequer and Audit Act for him to 
be retained in his post for up to five years beyond this mandatory retiring 
age if both Houses of Parliament pass a resolution to the effect that it is in 
the public interest that he be so retained. He may be removed from office by 
a petition of both Houses of Parliament or by suspension by the State 
President for incompetence or misbehaviour when Parliament is not in 
session provided that the two Houses do not subsequently petition the 
President for his reinstatement. 


Personnel 


The Department of the Controller and Auditor-General employs more than 
600 staff, with a substantial number of positions corresponding to top-level 
posts in other government departments. The salaries of personnel within the 
Department are determined by the Public Service Commission and are 
related to comparable grades in the public service as a whole. Typically, 
employees of the Department are secondary school graduates who have 
obtained a diploma in public accounting and auditing through night courses 
or correspondence courses after joining the Department. There are few 
professional accountants in the Department, and the non-professional staff 
are not able to obtain professional qualifications while they are working 
there. The Department is, however, empowered to engage the services of 
private accounting firms, and it frequently does so, particularly for the audit 
of statutory bodies. 


Responsibilities 

The Controller and Auditor-General is responsible for the audit of a wide 
variety of accounts, ranging from the normal government systems of 
expenditure and revenue accounting to the business accounting procedures 
of the railway and postal administration, which are conducted on a profit 
and loss basis. His responsibilities also extend to the audits of the admiunistra- 
tion of South-West Africa, of the nine Black States of South Africa, and of 
numerous quasi-governmental organizations which receive the bulk of their 
income in the form of grants from the State. 

While the Controller and Auditor-General has in the past commented to 
some extent in his reports on inefficiency and wasteful expenditures, in the 
absence of specific statutory authority to do so, his audit is basically one of 
regularity. 


Reporting 


Accounting officers in departments of the Central Government are required 
to submit to the Controller and Auditor-General the accounts of the 
appropriations of all services provided for in any appropriation act for each 
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financial year. Within seven months after the end of the fiscal year, he is 
required to transmit these accounts, together with his certificate and a 
report on his examination, to the Minister of Finance for presentation to 
both Houses of Parliament. The report comments on matters that the 
Controller and Auditor-General believes should be drawn to Parliament’s 
attention. It does not necessarily include comments made by departments in 
response to the issues he has raised. The report receives considerable 
attention from the press and is referred to a Select Committee on Public 
Accounts, which is chaired by a member of the Government party. The 
Controller and Auditor-General acts as a special adviser to this Committee, 
which enjoys considerable prestige and functions on a non-partisan basis. 

In addition to the accounts and reports on the central government 
departments, the Controller and Auditor-General prepares separate reports 
on the accounts of quasi-governmental organizations, of the South African 
Railways, Harbours and Airways and of the Postal Administration, which are 
forwarded to the responsible ministers for presentation to both Houses of 
Parliament. The reports on the quasi-governmental organizations and the 
Postal Administration are examined by the Select Committee on Public 
Accounts and those dealing with the Railways, Harbours and Airways are © 
reviewed by another select committee of Parliament. Reports on the 
accounts of the South-West Africa Administration are forwarded to the 
Administrator of that Territory and those on the accounts of the nine Black 
States are submitted to the Chief Minister of each state for presentation to 
the legislative assembly. These states appoint their own select committees to 
study the Controller and Auditor-General’s report. 

It is a standing rule that all the select committees are appointed early in 
the sessions of their respective legislative bodies and that the reports of the 
Controller and Auditor-General are referred to them. The reports of the 
committees’ proceedings are presented to Parliament or the legislative 
assemblies by the committee chairmen and are invariably accepted without 
further debate. It is not possible for the Controller and Auditor-General 
personally to attend meetings of all these committees, and he has therefore 
delegated his powers to senior staff in charge of the audits of the Black 
States and of the South-West Africa Administration. 
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Government Auditing 
by a Judicial Body 


France 


Organization of the Office 


In France, the government auditing organization is called the Court of 
Accounts (la Cour des Comptes). The Court has a long tradition as an institu- 
tion that blends administrative functions with those of a court of law, and 
this tradition is reflected in both its organization and the manner in which its 
responsibilities are fulfilled. 

The chief magistrate of the Court of Accounts is the First President. He 
is appointed by decree of the French Council of Ministers, and is required to 
retire at the age of seventy. In this century, the majority of appointments to 
the position have been made from within the Court or from high ranks 
elsewhere in the public service. 

It is notable that the Court is equal in status to the Council of State 
(Conseil d’Etat), which has supreme jurisdiction in administrative matters, 
and the Supreme Court of Appeal (Cour de Cassation), which is supreme in 
civil and criminal matters. Accordingly, the First President of the Court of 
Accounts occupies a very prestigious position in the French public service. 
His salary is at the top of the pay scale for civil servants. 


Personnel 


The Court has a staff of about 400, of whom 207 are magistrates. Besides 
the First President, the magistrates of the Court include six Presidents of 
Chamber (Présidents de Chambre), sixty-one Senior Consultants (Conseillers- 
Maitres), ninety Consultants (Conseillers Référendaires) and forty-six 
Probationers (Auditeurs). In addition, an Advocate General and two 
Assistant Advocates make up the public prosecutor’s department under the 
Court of Accounts. The posts of President of Chamber and Senior Consul- 
tant are filled by decree of the Council of Ministers, while other appoint- 
ments are made by the President of the Republic. 
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Presidents of Chamber are always appointed from within the Court, but 
some of the senior consultants are drawn from other areas of the public 
service. One-quarter of the consultants are appointed from the Finance 
Ministry, and the remainder are selected from the ranks of the probationers. 
At the probationer level, entrants to the Court are recruited from among the 
best graduates of l’Ecole nationale d’Administration. All magistrates of the 
Court enjoy permanence of tenure. 


Responsibilities 

Under the French Constitution, the Court assists Parliament and the Govern- 
ment in verifying the implementation of financial legislation. To enable it to 
serve both effectively, independence from each is essential. This is achieved 
by giving members of the Court magisterial status and permanence of tenure, 
and by legislative provisions covering a variety of enabling powers relating to 
its examining and reporting procedures. 

The Court has two functions in the financial control procedures of the 
French Government. The first is the control of financial regularity, and it is 
in performing this function that the Court of Accounts fills a judicial role. 
Its second function is to provide broad control over public finance. Under 
1967 legislation, the Court is charged with the responsibility of ‘satisfying 
itself as to the proper use of public money’. The Court interprets this as a 
mandate enabling it to perform management audits, an area into which it has 
been gradually expanding for many years. 

An understanding of the Court’s judicial role requires an appreciation 
of the distinction made in the government accounting system between 
administrators (ordonnateurs) and accountants (comptables). Administra- 
tors are responsible for the administration of the receipts and disbursements 
of the Government, but accountants actually handle the funds. They exercise 
prepayment control over all expenditures and must take exception to any 
outlay proposed by administrators which they consider would be unlawful. 
An accountant is held personally responsible for the funds entrusted to his 
care: the Court of Accounts can require him to recover funds lost through 
negligence or, failing recovery, personally to make good the loss. If despite 
an accountant’s refusal to release funds, an administrator considers it 
advisable to proceed further, he may do so by his right of requisition, which 
under certain circumstances gives him control; but if this intervention gives 
rise to an improper payment, the accountant is absolved from responsibility 
for the transaction. 

The Court has no legal jurisdiction over administrators; but in perform- 
ing its second role, it reviews their performance and comments publicly 
through its annual report if it discovers management errors. In 1948, another 
Court (Cour de Discipline Budgétaire et Financiére) was established to assess 
penalties on administrators for improper actions. This Court, presided over 
by the First President of the Court of Accounts, includes two additional 
judges from the Court of Accounts and two from the Council of State. Staff 
support is provided by the Court of Accounts. Although this Court has no 
authority to require administrators to reimburse the Government for the 
financial consequences of improper actions, it can impose financial penalties 
of up to the equivalent of one year’s salary. 
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The Court has jurisdiction over the entire government structure with 
the exception of public enterprises such as nationalized corporations, public 
undertakings of an industrial or commercial nature and corporations with 
mixed ownership in which the Government owns the majority of shares. In 
these cases, control is exercised by a satellite of the Court, an independent 
commission over which one of the Court’s six presidents presides. As the 
commission has no legal jurisdiction over the accountants and administrators 
of these enterprises, it confines itself to criticizing their actions. It has a 
small full-time staff, but the personnel it requires are drawn mainly from the 
Court of Accounts and the ministries responsible for the enterprises 
examined. 


Reporting 
The Court of Accounts submits an annual report to the President of the 
Republic, and copies are sent simultaneously to the President of the Senate 
and the President of the Assembly. It does not record the Court’s judge- 
ments against accountants, but it does include criticisms of administrators. 
These criticisms include both those that have been referred to the Cour de 
Discipline and others of a general nature where this action was not taken. 
The report also includes responses to criticisms submitted by the various 
ministries. The First President of the Court holds a press conference on the 
day that the report is released, and it receives widespread press coverage. 
Both the President of the Republic and the President of the Assembly 
may initiate action on matters reported by the Court of Accounts, but 
primary responsibility for dealing with the report 1s delegated to a commit- 
tee of senior public servants chaired by the Head of Service of l’Inspection 
Générale des Finances. The Court undertakes general reviews to ensure that 
action is taken on its comments. 


Government Auditing in Other Countries 149 


Government Auditing 
by a Board or Council 


Federal Republic of Germany 


Organization of the Office 


The Federal German Audit Office (Bundesrechnungshof), the supreme 
reviewing authority for all federal agencies and administrations, has no 
judicial or executive powers. It is not a court of justice like the French Court 
of Accounts, but a federal authority independent of the Federal Government 
and subject only to the law. The Office is headed by a President, who must 
retire at the end of the month in which he becomes sixty-eight years of age. 
If the President is prevented from fulfilling his official duties, the Vice- 
President acts as his deputy. Also, the President may delegate some of his 
duties to the Vice-President at any time. 

Auditing decisions must be made by at least two members of the Federal 
Audit Office acting together (reflecting the principle of collegiality). The 
members of the Audit Office are answerable only to the law and their 
conscience; they enjoy the independence of the judiciary and, like the 
President, are appointed until retirement at age sixty-eight. Members of the 
Federal Audit Office are the President, the Vice-President, the directors 
(Abteilungsleiter) and those chiefs of audit divisions (Priifungsgebietsleiter) 
who are appointed as members. Generally, audit decisions are made jointly 
by the responsible director and audit division chief (collegiality of two). 

The President and the Vice-President of the Office are appointed by the 
President of the Republic upon recommendation by the Federal Government 
and with the countersignature of the Federal Minister of Finance. The 
President has a rank equivalent to a deputy minister (Staatssekretar) in a 
Federal German department. The directors and chiefs of audit divisions are 
appointed by the President of the Republic upon recommendation by the 
President of the Audit Office, with the countersignature of the Federal 
Minister of Finance and with the approval of the Federal Government. Those 
members of the Office who enjoy the independence of the judiciary and are 
called upon to make the audit decisions can be removed from office only by 
a final decision of a court of law. 
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As a rule, the audit division chiefs are appointed from among 
employees who have several years of experience within the Office, In'some 
cases, the chief of an audit division may be selected from elsewhere within or 
outside the public service, particularly when special expertise and experience 
are required. 


Personnel 


The Federal Audit Office has a total staff of 500, approximately 350 of 
whom are engaged directly in auditing. Staffing is unusual in that most 
recruits are officials whose qualifications have been gained from many years 
of experience elsewhere in the public service. In fact, selections are 
commonly made from those branches of the administration where the new 
staff members will carry out their auditing duties. The salaries of employees 
of the Office are determined by the Federal Salary Law, which governs the 
salaries of public servants, federal judges and career soldiers. 


Responsibilities 

The Federal Audit Office is responsible for reviewing the entire budgeting 
and economic management activities of the Federal Government, including 
its special funds and enterprises. The Office checks, but does not certify, the 
Government’s financial statements. On the basis of its auditing experience, 
the Office is able to offer advice to Parliament, the Federal Government and 
individual ministers. 

Under a personal contract with the Government, the President of the 
Office also serves as the Federal Commissioner for Efficiency and Economy 
in Administration (Bundesbeauftragter ftir Wirtschaftlichkeit in der 
Verwaltung). In this capacity, he can advise Parliament and the Federal 
Government on the efficiency of organizational forms and operational 
techniques in the federal administration. He uses the staff of the Audit 
Office to assist him in carrying out his duties as Federal Commissioner. 

As noted, special enterprises of the Federation, such as the railways and 
the post office (including telecommunications services), come within the 
purview of the Federal Audit Office. There is also another area of non- 
departmental responsibility. Although there are no direct parallels between 
the Federal German state enterprises and Canada’s Crown corporations, 
enterprises do exist that are funded at least in part by the Federal Govern- 
ment. These enterprises are audited by private firms, but the Federal Audit 
Office is entitled to review the work of the trustees of these enterprises. 
Normally it meets this responsibility by analyzing the reports of the private 
auditing firms and by directing questions to the trustees. The importance of 
this function is indicated by the fact that, of the ten or twelve meetings of 
the Public Accounts Committee (Rechnungspriifungsausschuss) held 
annually to consider the annual report of the Audit Office, usually three are 
concerned with the work of the trustees. 


Reporting 


The Federal Audit Office reports at two levels. First, primary reports are 
made to the heads of the administrations concerned. Second, the Office 
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makes an annual report summarizing those findings that it considers should 
be reviewed by Parliament prior to acceptance of the accounts of the Federal 
Government. The annual report is forwarded to both Parliament and the 
Federal Government. The President of the Office also holds a press confer- 
ence to explain the substance of the report. 

Parliament refers the report to its Public Accounts Committee, which 
reviews it in camera. Officials of the Federal Audit Office participate in this 
review by explaining the findings contained in the report. The report of the 
Public Accounts Committee on the annual report of the Federal Audit 
Office becomes a public document. 

Each member of the Public Accounts Committee is assigned one or two 
government departments as his special area. As a rule, Members of Parlia- 
ment remain members of the Committee for at least one four-year electoral 
period; if re-elected, they frequently serve on it for several electoral periods. 
This procedure lends a measure of continuity to the Committee’s deliber- 
ations. 


The Netherlands 


Organization of the Office 


The Constitution of the Netherlands provides for a General Chamber of 
Audit (Algemene Rekenkamer) to act as the central government’s external 
auditor of financial administration. The Chamber is headed by a council of 
three members, appointed by the Crown on the nomination of the Second 
Chamber of the legislature. Members retire at the end of the year in which 
they have reached the age of seventy. Procedures for voluntary retirement or 
for dismissal by a decision of the Supreme Court of Judicature are contained 
in the law. Salaries are fixed by law. 

The independence of the Chamber from the executive branch of 
government is also assured by a number of provisions in the Accounting Act 
of 1927, which details the functions of the government auditing body. 


Personnel 


The Chamber has a staff of 200 persons. Higher-ranking members of the staff 
(120) are appointed, promoted and discharged by the Queen, but only on 
the recommendation of the Chamber. Other staff members (80) are appoint- 
ed, promoted and discharged by the Chamber itself. The standards of educa- 
tion, training and experience set for particular grades are those laid down in 
other branches of the public service for equivalent grades. A university 
degree or a parallel qualification is required for appointment to higher 
grades. The Chamber is concerned with obtaining personnel with knowledge 
in such fields as economics, law, computer science, organization and 
methods, and accounting. A limited number of staff members are qualified 
accountants. 


Responsibilities 
The primary task of the Chamber is to perform audits of regularity with 
respect to the Government’s expenditure and revenue, and audits of state 
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enterprises. In meeting these responsibilities, it relies on the work of the 
Central Audit Division of the Ministry of Finance and the internal audit 
divisions of government departments. The Central Audit Division is respon- 
sible for the internal audit of two of the fifteen government departments and 
provides direct assistance to a number of other internal auditing groups. The 
Chamber’s audit of government institutions and of private corporations in 
which the state has a financial interest is also an important function. Some 
that are of a commercial nature, such as the railways, the postal service, 
the national airline and the State mines, are examined by private auditing 
firms. In these cases, the Chamber receives copies of the auditors’ reports. 

The Chamber receives both the working programs and copies of the 
reports prepared by the Central Audit Division, the internal audit divisions 
of government departments and other internal audit groups, except those 
that have resulted from special commissions, such as reports required for 
the framing of policy. As a result of this and of discussions with internal 
auditors on the scope and findings of their examinations, the Chamber is 
usually able to confine itself to limited tests and to devote itself primarily to 
assessments of the important comments and suggestions in the internal audit 
reports. An additional mechanism for the coordination of auditing activities 
is the Committee for Audit Problems, whose membership includes the Secre- 
tary of the Chamber and the head of the Central Audit Division. The Com- 
mittee regularly discusses problems encountered by both external and inter- 
nal auditors and seeks to prevent unnecessary duplication of effort. 

dhe-second principal .task..of thee Chambenis to. check the efiectivencss 
and efficiency of the management of the Government and of the organiza- 
HOne OL Sovernmeny services, AS early as bold, lesislation, required, the 
Chamber sto teport toumillisters on» examples: ol extravagance. bUL such 
reporting was invariably made in relation to particular items of expenditure. 
Legislation in 1927 was regarded as authorizing the Chamber to report on 
efficiency, and this led it to comment on instances of waste and failure to 
obtain value for money. During the 1950s, spurred by a growing interest in 
questions of organization and methods within the public service, the 
Chamber “launched even broader” studies! oly cliiciency, and “economy, 
Recently, it has also started to work on the evaluation of the effectiveness of 
management and management policy. 


Reporting 

The, Chamber is required. to. sénd dan annual report -on its activities. to 
the Crown. Topics included in this report have been discussed previously 
with the appropriate ministries, and the positions taken by them are 
reported. Matters that have been satisfactorily resolved may or may not be 
included in the report, depending on the importance which the Chamber 
attaches to them. The Chamber does not hesitate to report favourably when 
a ministry has implemented one of its recommendations. 

The Minister of Finance circulates the report among his ministerial 
colleagues and requests them to prepare their comments, which, by conven- 
tion, are expected to be of a technical nature, not duplicating the arguments 
already included in the report. Within a relatively brief period, the report 
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and the comments of the ministers are sent to Parliament and subsequently 
printed for public release. A press conference is held by the President of the 
Chamber, and the findings of the report receive widespread public attention. 

A standing committee of the Second Chamber reviews the annual 
report and the comments of the various ministers and may call upon either 
the Chamber or the ministers for additional information, usually through 
correspondence. Issues that the committee considers of sufficient signifi- 
cance are raised for debate in the legislature. 

The Government’s accounts that are certified by the Chamber do not 
include a balance sheet, although the Central Audit Division of the Ministry 
of Finance does publish a balance sheet annually for general information. 
The amounts that appear in this balance sheet are not integrated in the 
Government’s accounting system. 

Aside from the preparation of an annual report, the Chamber is very 
active throughout the year in reporting on audit results to appropriate 
ministers and, if necessary, to the Minister of Finance and to the legislature. 
Its three-man council holds weekly meetings to review draft reports and to 
decide onitheir tinal-iorm, Of the 25500 decisions’ takensby the Chamber 
annually, about 1,500 are considered by the council. Despite this, instances 
of lack of unanimity have been extremely rare. 


Sweden 


Organization of the Office 


The auditing organization in Sweden that is comparable to the government 
audit institutions of other nations is the National Audit Bureau 
(Riksrevisionsverket). To understand its functions, one must view it in the 
context of the Swedish government structure. The executive government 
consists of ministries which are primarily responsible for the framing of 
policy; the execution of policy is the responsibility of 175 agencies and 
boards. Within policy limits, the agencies have considerable decision-making 
freedom. The National Audit Bureau, a central body subordinate to the 
Ministry of Finance, is responsible for the audit of all the agencies but not of 
the ministries. It examines and promotes the efficiency and effectiveness of 
agency activities and supervises audits of financial controls performed by 
internal audit groups at the agency level. Consequently, while from the 
Government’s point of view the Bureau provides an internal audit service, it 
is regarded as the external auditor by the individual agencies. 

Another institution, the Parliamentary Auditors and their Secretariat, 
which is responsible to Parliament and independent of the Government, is 
authorized to audit the effectiveness of both ministries and agencies. But its 
activities are in fact too limited to be regarded as comparable to those of 
government audit organizations elsewhere. 

The National Audit Bureau is headed by a Board of Governors, and the 
Chairman is designated the Auditor General. The eight members of the 
Board, drawn from the legislature, the public service and the private sector, 
are appointed by the Government. 
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Personnel 


The Bureau has a staff of about 230 employees, of whom 175 are profes- 
sionals specializing in such fields as business administration, accounting, 
economics and statistics. The Bureau also retains the services of consultants 
as required: It has a iree hand in’ the recruitment of professional stait: 1 
hires university graduates with practical experience in commerce, industry 
or public administration, or graduates lacking experience who participate in 
a one-year development program involving training on the job, classroom 
instruction and seminars. Considerable emphasis is placed on in-house 
training at all levels to keep the staff abreast of developments in the various 
areas of the Bureau’s responsibilities. 


Responsibilities 


Traditional financial auditing (termed security auditing in Sweden) is a 
responsibility of the National Audit Bureau, but because this is limited to a 
supervisory role it is a comparatively minor duty of the Bureau. With legisla- 
tive concurrence, the Bureau ensures that effective internal financial audits 
are performed either by the individual agencies or by internal audit groups 
organized to serve a number of agencies. Less than ten per cent of the 
Bureau’s staff is engaged in this function. 

The major concern of the Bureau is with what is termed effectiveness 
auditing. The evolution of this function in Sweden is unlike that in other 
countries. The Bureau is responsible for maintaining the Government’s 
central accounts and for supervising agency accounting systems. Since 1967, 
it has sponsored the development and implementation of the State 
Economic Administrative (SEA) system, an integrated system based on 
program budgeting principles combining the functions of planning and 
budgeting, accounting and results analysis, and auditing. The Bureau has thus 
taken the responsibility for developing general planning models for agencies. 
The integration of the auditing function with the planning/budgeting and 
accounting functions has shifted the emphasis in auditing from a preoccupa- 
tion with financial regularity to a broad concern with administrative effec- 
pivemesse and. liatters scomcerliie the impact of agency activities on the 
society. 

Although incorporated state entities are audited by private firms, all 
other public enterprises, including the post office, the state railways, the 
forestry company and the hydro utility, are audited by the National Audit 
Bureau. The approach is similar to that taken with the government agencies: 
the Bureau performs effectiveness reviews and supervises the work of 
internal auditors who are responsible for the financial audit. The Bureau 
does not certify the financial statements of these enterprises. 


Reporting 

Throughout each year, the Bureau prepares reports on its examinations, 
reviews them with the agencies concerned, and forwards them to the Govern- 
ment, presenting its views and those of the agencies if there has been lack of 
agreement. Thus, the annual report is in essence a concise account of the 
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Bureau’s activities during the year, primarily emphasizing matters of 
principle and including an estimate of the effect of its suggestions and 
recommendations. All major projects, current or completed, carried out 
during the year are specified. Copies of the report are provided to the press, 
radio and television, and widespread coverage is given to it by the media. 
Although the Bureau does not provide the media with copies of its reports to 
agencies, they are public documents and hence are available also. 

The Bureau avoids reporting on politically sensitive questions and its 
reports are rarely discussed in Parliament. There have been occasions, how- 
ever, when the Government has referred to a Bureau report to support a 
proposal, or when the Opposition has adopted a Bureau idea. 
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Extracts from the 
Financial Administration Act 
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Extracts from the 
Financial Administration Act’ 


The Public Accounts 


Accounts of 54.(1) Subject to regulations of the Treasury Board, 
Canada the Receiver General shall cause accounts to be kept in 
such manner as to show 


(a) the expenditures made under each appropriation; 
(b) the revenues of Canada; and 

(c) the other payments into and out of the Consoli- 
dated Revenue Fund. 


Assets and (2) The Receiver General 

liabilities 
(a) shall cause accounts to be kept to show such of the 
assets and direct and contingent liabilities of Canada, 
and 
(b) shall establish such reserves with respect to the 
assets and liabilities, 


as, in the opinion of the Minister’, are required to give a 
true and fair view of the financial position of Canada. 


How Kept (3) The accounts of Canada shall be Kept im the cur 
rency of Canada; 1966-607, c. 74, s. 107 1968-69, 27. 
ay 1Nes 


1 Financial Administration Act, R.S., 1970, c. F-10 as amended by 1970-71, cc. 42, 55. 
2 Throughout the Financial Administration Act the word “Minister” refers to the Minister of Finance. 
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Submission of 
Public Accounts 
to Parliament 


Contents of 
Public Accounts 


Auditor General 


Salary 


Public Service 
Superannuation 
ACT 


Officers, etc. 


Smal A rreporiwecalied the Public Accountsssirall-be 
prepared by the Receiver General for each fiscal year and 
shall be laid before the House of Commons by the Minister 
on or before the 3lst day of December next following the 
end of that year, or if Parliament is not then sitting, within 
any of the first fifteen days next thereafter that Parliament 


is sitting. 


(2ythe: PublicsAccounts shail be in such 1orm as thie 
Minister may direct, and shall include 


(a) a report on the financial transactions of the fiscal 
year; 

(b) a statement, certified by the Auditor General of 
Canada, of the expenditures and revenues of Canada 
Tor.the fiscal year: 

(c) a statement, certified by the Auditor General, of 
such of the assets and liabilities of Canada as in the 
opinion of the Minister are required to show the finan- 
cial position of Canada as at the termination of the 
fiscal year; 

(d) the contingent liabilities of Canada; and 

(e) such other accounts and information as are neces- 
sary to show, with respect to the fiscal year, the finan- 
cial transactions and financial position of Canada, or 
are required by any Act to be shown in the Public 
INCCOUNTS ak So arOe nl Ons-04 1 900-00,:Ca7 esa do: 


The Auditor General of Canada 


56. (1) The Governor in Council shall by commission 
under the Great Seal appoint an officer called the Auditor 
General of Canada to hold office during good behaviour 
until he attains the age of sixty-five years, but he is remov- 
able by the Governor General on address of the Senate and 
House of Commons. 


(2) The Auditor General shall be paid a salary equal to 
the salary of the Chief Justice of the Federal Court of 
Canada, including any additional salary authorized by 
section 20 of the Judges Act. 


(3) The provisions of the Public Service Superannu- 


ation Act, except those relating to tenure of office, apply 
to the Auditor General. 


(4) Such officers and employees as are necessary to 
enable the Auditor General to perform his duties shall be 
appointed in accordance with the Public Service Employ- 
ment Act. 


160 
Acting Auditor 


General 


Access to books, 
Ties -CtC: 


Stationing of 
officers in other 
departments 


Oath of secrecy 


Suspension 


Accounts 
relating to 
CLRIF: 


Appendix III 


(5) The Governor in Council may appoint a person 
temporarily to perform the duties of the Auditor General 
during a vacancy in the office of Auditor General. R.S., 
Cel Gas650 19555 0. 3) Sale G55 ce tle sac, 1760-67, 
CHCA css 5209.7 0274 ONS Sees USGH): 


57. (1) Notwithstanding any Act, the Auditor General 
is entitled to free access at all convenient times to all files, 
documents and other records relating to the accounts of 
every department, and he is also entitled to require and 
receive from members of the public service of Canada such 
information, reports and explanations as he may deem 
necessary for the proper performance of his duties. 


(2) The Auditor General may station in any depart- 
ment any person employed in his office to enable him 
more effectively to carry out his duties, and the depart- 
ment shall provide the necessary office accommodation for 
any officer so stationed. 


(3) The Auditor General shall require every person 
employed in his office who is to examine the accounts of a 
department pursuant to this Act to comply with any secu- 
rity requirements applicable to, and to take any oath of 
secrecy required to be taken by persons employed in that 
department. 


(4) The Auditor General may suspend from the perfor- 
mance of his duty any person employed in his office. R.S., 
Call. O5).0.0. 


58. The Auditor General shall examine in such manner 
as he may deem necessary the accounts relating to the 
Consolidated Revenue Fund and to public property and 
shall ascertain whether in his opinion 


(a) the accounts have been faithfully and properly 
kept; 

(b) all public money has been fully accounted for, and~ 
the rules and procediires applied are sufficient to 
secume-an ellectiveveneck, on therassessment. collection 
and proper allocation of the revenue; 

(c) money has been expended for the purpose for 
which it was appropriated by Parliament, and the 
expenditures have been made as authorized; and 

(d) essential records are maintained and the rules and 
procedures applied are sufficient to safeguard and con- 
trol public property “ReSve. 1) G. sO. 
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Other duties © 


Certificates 


Report to House 
of Commons 


59. The Auditor General shall 


(a) make such examination of the accounts and 
records of each registrar3 as he deems necessary, and 
such other examinations of a registrar’s transactions as 
the Minister may require; and 

(b) when and to the extent required by the Minister, 
participate in the destruction of any redeemed or can- 
celled securities or unissued reserves of securities, 
authorized to be destroyed under this Act; 


and he may, by arrangement with the registrar, maintain 
custody and control, jointly with the registrar, of cancelled 
and unissued securities: R.S., c.1 16, s. 68. 


60. The Auditor General shall examine and certify in 
accordance with the outcome of his examinations the 
several statements required by section 55 to be included in 
the Public Accounts, and any other statement that the 
Minister may present for audit certificate. R.S., c. 116, 
s. 69. 


61.(1) The Auditor General! shall report annually to 
the House of Commons the results of his examinations and 
shall call attention to every case in which he has observed 
that 


(a) any officer or employee has wilfully or negligently 
omitted to collect or receive any money belonging to 
Canada, 

(b) any public money was not duly accounted for and 
paid into the Consolidated Revenue Fund, 

(c) any appropriation was exceeded or was applied to 
a purpose or in a manner not authorized by Parlia- 
nent, 

(d) an expenditure was not authorized or was not pro- 
perly vouched or certified, 

(e) there has been a deficiency or loss through the 
fraud, default or mistake of any person, or 

(f) a special warrant authorized the payment of any 
money, 


and to any other case that the Auditor General considers 
should be brought to the notice of the House of Commons. 


3 Registrars are appointed by the Governor in Council to perform services in connection with the 
registration of loans. The principal registrar of the Government is the Bank of Canada. 
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When report 
to be tabled 


Inquiry and 
report 


Improper 
retention of 
public money 


Inquiries 


Audit of office 
of Auditor 
General 
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(2) The report of the Auditor General shall be laid 
before the House of Commons by the Minister on or 
before ties istday ol December. or. u Pariiament is then 
not in session, within fifteen days after the commence- 
ment of the next ensuing session and if the Minister does 
not, within the time prescribed by this section, present the 
report to the House of Commons, the Auditor General 
shall transmit the report to the Speaker for tabling in the 
HIGUSerGie@ OMmmOons.ch5..C #1 G.s.- 70, 


62. The Auditor General shall, whenever the Governor 
in Council or the Treasury Board directs, inquire into and 
report on any matter relating to the financial affairs of 
Canada or to public property and on any person or organi- 
zation that has received financial aid from the Government 
of Canada or in respect of which financial aid from the 
Government of Canada is sought. 1966-67, c. 74, s. 11. 


63. Whenever it appears to the Auditor General that 
any public money has been improperly retained by any 
person, he shall forthwith report the circumstances of such 
cases to the President of the Treasury Board. 1966-67, 
Cul aso | 3: 


64. The Auditor General may examine any person on 
oath on any matter pertaining to any account subject to 
audit by him and for the purposes of any such examina- 
tion the Auditor General may exercise all the powers of a 
commissioner under Part I of the J/nquiries Act. R.S., 
CGS) 4: 


65. An officer of the public service of Canada nomi- 
nated by the Treasury Board shall examine and certify to 
the House of Commons in accordance with the outcome of 
his examinations the receipts and disbursements of the 
Oftice-OF thesAuditor Generdl. K.S.. c. 116; 8, 75: 
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